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It Ib the purpose of tbia treatiae npoti Public Debts to 
portray the principles wUicli nnderlie the uae of public 
credit. The essay is neither Btatistical nor hiBtorical, al- 
though it relies upon Btatiatics and makes frequeut appeals 
to history. In one respect it differs from works upon tlie 
Eame subject by German or French writers, for it recog- 
nizes a distinction between National Deficit Financiering 
and Local Deficit Financiering, and lays down rules for the 
latter not in complete harmony with rules applicable to the 
former. This peculiarity in etructure was imposed upon 
the essay by the fact that, being addressed to Americans, 
it was obliged to conform to the characteristic features of 
American public law. 

The author desires to make public recognition of the 
assistance rendered to him by the late Mr; Raphael A. 
Bayley, of the Department of Warrants in the United 
States Treasury, in placing at his disposal certain mann- 
Bcripts upon questions pertaining to public indebtedness. 
He also desires to acknowledge the iufluence of M. Leroy- 
Beaulieo's masterly work upon the Science of Finance in 
giving shape to some of the arguments found in the fol- 
lowing pages. 

Amn Ardor, Uicn., Janvarg, 1SS7. 
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PART I. 

PDBLIC BOKROWfflG AS A FISASCIAL POLICT. 



UODERK PUBLIO DEBTS. 

Tbb civilized govemmentB of the present day are resting 
under a burden of indebtedness computed at $27,000,000,000. 
This eunt, vhicb does not iuclnde local obligatious of any 
sort, conBtitutes a mortgage of |723 upon each square mile 
of territory over which the burdened governments extend 
their jurisdiction, and shows a per capita indebtedness of 
$23 upon their subjects. The total amount of national obli- 
gations is equal to seven times the aggregate annual revenue 
of the indebted states. At the liberal estimate of $1.50 per 
day, the payment of accruing interest, computed at 5 per 
cent, would demand the continuous labor of three millions 
of men. Should the people of the United States contract to 
pay the principal of the world's debt, their engagement 
would call for the appropriation of a sum equal to the total 
gross product of their industry for three years ; or, if annual 
profits alone wore devoted to this purpose, they would be 
enslaved by their contract for the greater part of a genei-a- 
tdon. 

But it is not alone the magnitude of thia constant drain 
upon the product of current industry that invites our atten- 
tion to a study of public debts; their recent appearance 
suggeetB many qnestions of equal importance. Previous to 
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the present century, England and Holland were the only 
coDDtrice that had learned by experience the weight of na- 
tional obligatione ; but at the preeeot time the pbenomenoa 
of poblic debts is almost nnivenal, and there are many peo- 
ples that rival England in the taxes paid for their Eupport. 
The French debt, capitalized at 5 per cent, is equal to the 
Biim of $3,900,000,000; the Italian debt, estimated in the 
same manner, amounts to $2,160,000,000 ; while that of 
Spain is $1,250,000,000; that of Aufitria-IInngary is $2,000,- 
000,000 ; that of Russia is $2,420,000,000. That this policy 
of re6orting to public credit as a eouree of revenue did not 
become general till after 1848 may be seen from the fignrefi 
presented in the following table : 



Table tkowing the Growth oj Public J)e6u for Stattd Yeart. 
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tl.WXI,000,000 
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A glance at this table shows that modem governments 
do not pay running expenses. The extension of indebted- 
ness, from 1798 to 1820, was in large part due to the crea- 
tion of the English debt during the Napoleonic wars. From 
1820 to 1848 there was but a limited appeal to credit by the 
leading nations of the world, although neither Austria nor 
France sncceeded in fully meeting current expenditure with 
clear income. But about this time a decided change seems to 
have made its appearance. Napoleon 111 drew France into 
a most reckless system of financiering. Between 1862 and 
1872 there were certain great wars which added enormous 
sums to the debts of the world. To quote from Mr. Nash : 

■ Authority tor Aaum prerlous to ISflS is Ur. R. Dudlc; B&iter; (or iitm 
ISQS uid lubscqucDt, Ur. Robert Lucu Naab. 
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The TJnited States Civil War coet the victors no less than 
£450,000,000. while the Austro-German War added ilGO.OOO,- 
000 ; the Paraguayan War, £40,000,000 ; and, lastly, the Franco- 
Oenmin War, £390,000,000 to the eum total of National bur- 
dana,* 

Never before hae snch free use been made of public 
credit The ten years following 1872 witnessed several ex- 
pensive conflicts between some of the Bmaller states, while 
many of the British colonies, as well as some of the Euro- 
pean powers of the first class, adopted a line of domestic 
financiering that resulted in greatly extending the list of 
pnblic bonds. The fact is, that since 18i% there has been an 
amroal average deticit in the public accounts of the world of 
over 1530,000,000. The constancy of this deficit shows a 
confirmed policy on the part of governments. Such man- 
agement of public treasuries (whether mismanagement or 
not is a question for later discussion) was unknown to earlier 
finsneieis. Both the extent to which borrowing is carried 
and the carelessness with which it is regarded shows that a 
new factor has been introduced into public life. 

This impression will be confirmed if we notice the lai^ 
namber of states that have recently become acquainted with 
the ose of sovereign credit. In 1S62 there were quoted 
npon the London Stock Exchange foreign stocks to the 
amount of £697,830,000 ; while the quotations of ten years 
later show the same class of securities to have expanded to 
the enonnous figure of £2,430,000,000. At the present time 
over one hundred states that possess practical sovereignty for 
debt purposes offer their bonds to the choice of an English 
investor, and if to this number were added the obligations 
of gutui sovereignties, the London market would show over 
one hundred and fifty sorts of public securities. There are 
here found the bonds of China, Japan, Persia, Siam, Egypt, 
Liberia, Orange Free States, Zanzibar, besides many other 
peoples of the Old World. The South American states are 
cearly all represented, while the islands of the tropics and 




PUBUC BORROWLVQ A3 A FWANCUL POLtCT. 

the ice-banks of the Arctic have also learned the lesson that ] 
capital can be bad for a promise to pay. 

It is ail the more difficult to undei-stand thia new method I 
of financiering, because it has made its appearance wliile 
■wealth has been rapidly increasing. The world is daily 
growing rich. Nature yields her forces with ever-increasing 
willingness to serve the induEtrial purposes of men ; and 
yet, notwithstanding increased opulence, the governments 
of the world are plunging headlong into debt. How are 
these facts to be explained ? From what conjunction of 
circnmstances did they spring! What are the political, the 
social, and the industrial tendencies bound up in this prevsr 
lent custom of drawing bills on the future J And of more 
importance than all else, what is the future that this method 
of financiering is preparing for the world i 

It is truly a difficult tisk to read aright the tendencies 
of one's own day. Those changes that draw the deep lines 
of history, and which in the perspective of an hundred years 
Btand forth in clear relief, appear to him whose life is touched 
by them as altogether wanting in significance. Tet it ie 
possible, by careful analysis, to separate the ephemeral from 
the pennancnt, and this task must be undertaken for the 
question now claiming our attention. For, until we can 
understand the facts pertaining to the history of debts, we 
shall be unable to decide whether tliis new policy of treasury 
management is a symptom of health or of disease in the 
body politic, nor can we with any satisfaction pass judgment 
upon questions of a technical nature. It then becomes onr 
first duty to understand the facta, and to learn what there is 
in the social and industrial life of the present which permits 
this new theory of financiering to make its way with such 
case. 

It requires but a slight study of modern public debts to 
perceive that an explanation of their origin and development 
can not be the same for all peoples. "With some the habit 
of borrowing money seems to be indigenous, having sprung 
naturally from the pohtical and social relations of their oom- 
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|dex (avilization ; but with others the growth of pablic debts 
is largely tbo result of imitation, or of foreign interference. 
There can be no question as to the proper order of study. 
We must first consider tlie development of the borrowing 
system among those peoples with whom it ia the natural 
outgrowth of peculiar relations. 

When a responsible government desires to borrow money 
it muBt divest itself for the time being of all sovereign powers, 
and come before its subjects aa a private corporation. It 
must bargain with those who have money to lend, and satisfy 
tbem OS to questions of payment and security. From this it 
follows that a successful attempt to eetablisli the borrowing 
1 system implies two things ; 

1. That a money market should have teen previously 
' established. 

3. That there should be found, either in the structure of 
the government or in its actual management, a guarantee 
Sgainst repudiation. 

Viewed in this light, the funding system seems to be 
capable of wide acceptance only among peoples whose labor 
is of a high grade of efficiency, and who have developed for 
themselves representative government. But the conditions 
here suggested call for separate treatment. 

A market was originally a place for buying and selling, 
"bat the word has been generalized, so as to mean any body 
of persons who are in intimate business relations and carry 
on extensive transactions in any commodity." ' The pres- 
L ence of a market among a people shows that they are accus- 
' tomed to deal in the article sold, and that their industty 
mpplies tliope things that may serve aa purchasing commodi- 
ties. Upon the money market the article sold is credits ; the 
purchasing commodity, on the other hand, is free capitaL 
The existence of a money market, therefore, implies quite a 
nnmber of facts pertinent to our general question. It im- 
plies, first of all, a somewhat advanced state of industrial 
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development, otherwise no capital would exist for the pm^ 
chase of credits offered. It implies, also, that Goine machinery 
mnst liavo been provided for gathering together tho capital 
of the coontry. Bat of more importance is the fact that a 
money market declaree the prevalence of the commercial idea 
in busineBe. It implies what the Socialiets call '* capttalifitic 
production." ' The idea of satisfying wants as a motive to 
industry has given way to a desire for riches. Money haa 
come to be used as capital, and the conception of profit is 
ever present in all business traneactiona.' A money market, 
then, 18 a feature of society peculiar to peoples of a some- 
what intense commercial life, and it is only among commer- 
cial peoples that the debt ayatera can naturally 

Turning, now, to the second condition for the succeSEfal; 
^^ establishment of the borrowing system, let ns inquire why 

^^L men with money are so willing to purchase public bonds. 

^H What is the basis of that ooufidonce which they repose in 

^^M govommcnts ) As bearing upon this question, it is a pecal* 

^^M iar, and at tho same time a significant, fact that borrowing 

^^H has never been widely practised except by republics or by 

^^m peoples possessing some form of const! tntional government. 

^H The Republic of Venice is usually credited with having 

^H inaugurated the policy of public loans, Holland, in fighting 

^H for her freedom, resorted to borrowing so freely that in 1T14 

^^H her citizens were bearing a per capita charge of nearly $8 

^H for the support of her debt. William III, who founded the 

^H debt of England, was the successful leader of the popular 

^^M party against the usurpation of personal rule. Instances of 

^V 

^m 



I 



book is 



ftt nil familiiLr nitb tbe writings of Earl Ubti will onderstAnd >t ODCe 
■cant bj this eiprcariotu Cf. " Le C»pilftl." Tho tillo of tho first 
D^veloppcmcnt de Ik Production Cspitalistc." More ariulabte, tboagh 
, ia Hyndmnn's "HiMoricol BksiRof Socialism in EngUncl." Cf. Ch. 
m, which treats of tho rise of the middlG olaas. 

' In speaking of the consequences of the brcatting up of Che mediieTal so- 

lystcm, Cunningham says ; " One roault of all tbese rarious chin^ was tbe 

ftppoarance of a now factor In the economic sphere ; wo now for the first limo 

of tapilal. In the modern eenee of the word," Of. " Growth of EnglUh In- 

diutrj nod Comiaeree," p. 249. 
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loans among other peoples, as, for example, the loans of 
France or of Spain, did not constitute a free-will transfer of 
capital to the state, and for that reaeon differed from the 
borrowing of modern times. 

Aa the matter preeenta itaelf to my own mind, the trae 
explanation of this trost, bo generally reposed Id modem gov- 
ernment^ 18 found in the peculiar development of eonstita- 
tionalism during the past two centuries. The broad theory 
of constitntional liberty is that the people have the right to 
govern themselves ; but the historical fact is that, in the at- 
tempt to realize this theory, the actual control of public 
affairs has fallen into the hands of those who possess prop- 
erty. 

It follows from this that when property-owners lend to 

the government, they lend to a corporation controlled by 

L themselves. The confidence which they repose in govem- 

I nent does not rest upon sentiment or patriotism, nor does it 

ihow greater integrity on the part of people now than in for- 

ler times; its simple interpretation is that the posseeaing 

i have made their conception of rights aud liberty the 

dent idea of modern times, and that ia some way the 
moneyed interest has captured the machinery of government. 
Our modern political society ia properly characterized as 
commercial constitutionalism, and out of this fact arises such 
goarantee aa exists tliat moneys borrowed by governments 
will be repaid. If this be accepted as correct, it is easy to 
see why any extended nse of public credit was not possible, 
ODtside of England, nntil the present century ; and why, so 
far as European states are concerned, tlje funding system did 
not aaenme importance until about 184S, for it was not till 
after the events of that year that the commercial spirit as- 
samed control in public affairs. 

Should one desire to teat the accnracy of this interpreta- 
tion, he can not do better than study tho origin and develop- 
ment of the debt of England. The founder of this debt 
was William III, who was essentially a mercantile monarch, 
and who, upon coming to the throne, fonnd in England a 
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mercaatile people.' The idea that swayed public opinion in 
the eighteenth century is most clearly traced in the colonial 
policy. To this a!] political thought was subordinated ; in 
it8 interests all foreign policy was directed. At home there 
was the forming of companies, abroad there waa the fonnd- 
ing of plantations. The domestic interests of Knglislunen 
were absorbed in the greater interest of England. The old 
permanent relations of the sLsteenth century were broken 
up, and the tendency toward that disintegration which we 
notice in onr own times liad bcgim to make its appearance. 
The conception of profit familiarized itself to men of this 
century as the true test of snccess in business ventures. 
Steady industry for the sake of gaining those things that 
satisfy material desires was giving way before enterprises 
inspired by the hope of acquiring great wealth. England 
was the path-breaking nation in this industrial rcTolntionf J 
nor did continental peoples generally discern the trne eignifl- J 
cance of her policy until the present century. 

At the same time that domestic affairs were being di- 
rected in the interest of foreign trade, the political thought 
of England was setting strongly against irresponsible political 
power. The disintegration of feudal society invited here, a 
elsewhere, the centralization of authority in the hands of the J 
strongest, bnt English history differa from that of most peo- ' 
pies in one important particular. The people of England 
never acquiesced in the establishment of an irresponsible 
raonafchy, and, upon the failure of the Tudor and the Stuart 
experiments, it was found that this coimtry had made appre- 
ciable advance in the development of constitutional ideas. 
There arose a demand for self-government in fact as welt as 
in name, and, so far as the landed and mercantile classes 
were concerned, such a government was established. The 
fruit of this victory of aristocracy over monarchy was the 

' " The ape of ohivoliy passed awny wheo the Puritnns dt^halej the 
CsTalierB, The establishment of Blanding armies, and the ere 
natloml debt, went to Bbov that raonfy, not hnigbthood, or knight'H aeirioe, 
gave force to law," — " Iiandhotding in England," by Joecpb Fiaber, p. 
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ration of riglits granted by William III. It appears 
tben a coincidence with a reason that this monarch, who 
extended political freedom to the possessing classes, sliould 
also baro founded the English debt. 

Turning, now, from the eBtahliehment of the English 
debt to consider the period of its extension, we discover no 
reason for modifying our general concliisiona. This exten- 
eion took place during tho last quarter of the eighteenth 
centniy, and was occasioned by the American and Kapoleonio 
ware. We can not hope to understand this period without 
noticing the great inventions which revolutioaized textile 
industries. The immediate effect of these inventions was 
to raise labor to a Iiigh grade of efficiency, and to create in 
English hands a large surplus of manufactured products; 
bnt since the commerce of England permitted her to dispose 
of this surplus, the final result was a great increase in na- 
tional wealth, which, in its turn, served as the basis for a 
new class in society, and for the rise of a new political in- 
terest. It was in the presence of such conditions that the 
government found itself in need of funds to carry on its 
ware, and it became of much importance to those who were 
charged with the conduct of public affairs, that the luanu- 
&ctnring class should be favorably disposed. In this man- 
ner there was provided an opportunity for the new interest 
to acquire political power, an opportunity of which it was 
not slow to avail itself. It is not necessary to proceed farther 
with this analysis. It ie readily eeen that all the conditions 
for public borrowing were even more fully realized in the 
latter part of the eighteenth century than when the debt of 
England was first established. The money market, and all 
that it implies, had become perfectly developed, while the prac- 
tical control over public affairs lay largely in the hands of the 
patrons of the state. Indeed, the relation that existed between 
the government and those who loaned it money during the 
Napoleonic wars, is a striking illustration of the political basis 
of public borrowing ; for the fact ia that the borrowing body 
tad the lending body were separate only as legal personages, 
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The foregoing analyBia has discloBcd to us the general 
conditionB from which it is possible for the borrowing system 
to take its rise, but the poKtical necefisitiea for borrowing 
must likewise ho discovered before the full sigiiificanee of 
credit financiering in modem life may be portrayed. It ia 
claimed by many writers of recognized standing that an ex- 
tension of public dntiee, and ia consequence an increase of 
public expenditures, attends every advancing step of civili- 
zation. This is stated as a permanent law of progress, bat 
does not appear to me to be worthy such a name. Still the 
recognition of this law is pertinent to our present pnrpoe^ 
for while it can not be brought into harmony with all sorts 
of social advancement, it does apply to that peculiar advance 
in civilization known as nineteenth century progress. It is 
true that the present century has witnessed a great extension 
of pubhc expenditure, and that this expenJiture has been the 
necessary consequence of wlut is termed modem civilization. 

It lies, then, within the range of our study to inquire re- 
specting the facts of public expenditure, so far as may be 
necessary to discover the prevalent tendency in treasury 
management. In the table that follows, there is presented 
the total and the per capita expenditure of the six great 
Enropean peoples and of the United States. It is believed 
that the figures are sufficiently accurate to serve the purpose 
for which they are presented, yet it mnst be admitted that 
the task of providing comparative statistics, which shall in 
all respects bo satisfactory, is an extremely difficult one — a 
difficulty that arises not so much from the paucity of data 
from the diversity which exists in the various systems o£ 
pubhc accounts. 

It requires but a glance at t!ie rapid growth of per capita 
expenditure to perceive that the increase in the cost of gov-L-' 
emment bears no constant relation to the increase in popola- 
tion. Consider, for example, the figures of the French 
budget. In 1840, the government of France demanded 
from each subject the sum of |6.98, while at the present 
time the per capita levy amounts to nearly three times that | 
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Btim. Tlio Bome tooden- 
cy is observed in Pnissia, 
though not ill so marked 
a degree ; but it elioald 
be remembered that the 
period to which our table 
draws attention witnessed 
the expansion of territori- 
al jiirtBdiction, and » rapid 
increase of population, by 
Prussian conquest. It 
should be remembered 
also tliat a smaller propor- 
tion of total expenditure 
finds its way into the na- 
tional accountB in Prussia 
than in France. The 
English are the only peo- 
ple whose budget does not 
show a decided tendency 
toward expansion. Itut it 
must be noticed that Eng- 
land passed through the 
experieuee of rapidly in- 
creasing expenditure be- 
fore the period contem- 
plated by this table, and, 
wliat is of more impor- 
tanco, that many duties 
are imposed npon the lo- 
cal governments whieli in 
Franco are supported out 
of the central treasury. 
Tlie same is true of the 
United States. The na- 
tional budget sliowe na- 
tional expenditure only, 
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and in the figures presented in the table the enrplns over 
ordinary expenditures annually appropriated to the payment 
of the public debt has been excluded. If to these Buras 
were added the cost of State, county, and eity governments, 
the total expenditure for public purposes in this country 
would approximate $700,000,000, being a payment of |12.75 
per capita. 

How may this tendency toward an increase of public 
expenditure be explained! Is it proof that modem states 
are leaa economically administered than formerly, or does it 
indicate that their duties have been extended t An answer 
to these qnestions will disclose the purposes for which such 
free use has been made of public credit, 

A candid inquiry into the administration of modem gov- 
ernments peraiits one to say, in the first place, that public 
extravagance does not adequately explain constantly grow- 
ing treasury deficits. There have been without doubt many 
instances of unwarranted expenditure. The government of 
France, since 1S76, controlled by factions rather than parties, 
and administered in connection with a most corrupt civil 
service, is open to the charge of criminal extravagance. Nor 
is the United States, since 1868, above criticism in this re- 
gard. In Egypt, also, as well as in many other countries, 
where cabinets and budgets are of foreign importation rather 
than domestic growth, the administration of finances may be 
justly censured. Still, when all is said that may be truly 
said, public extravagance doea not adequately account for 
the rapid expansion of the demands of modem governments. 
"We must look deeper into the national purpose which now 
controls public sentiment for the explanation of the facts 
here disclosed. 

A careful analysis of modem life will disclose two ideas, 
distinct in their origin yet harmonious in their working, to 
which all political thought of the present conforms. The 
first of these is nationality, the second socialism ; and so per- 
tinent are they to the question in hand that it will be worth 
our while to consider ttiem at some length. 
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There can be no doubt as to the meaning of the word 
nationality, nor cnn one for a moment question the prev-a- 
lence and power of this idea. It supplies the thread that 
nms through all Pmssian history; it ia the inspiration of 
French policy ; it is the essence of Italian unity ; it is the 
bulwark of tlie protective syetem wherever that Bystem 
exists. Even Englishmen are beginning to agitate for a 
" Greater England," while in the United States there is no 
lack of that national pride which, upon occasion, would lead 
this people to sacrifices the most extreme. 

For countries that find their defense from foreign inter- 
ference in their territorial situation, the iufiuence of the na- 
tional spirit can not be distinctly traced in public appropria- 
tions. In the United States, for example, the pernicious 
workings of nationality do not extend farther than this — tbat 
revenue machinery is used for other Uian revenue purposes, 
and some millions am annually paid on account of tariff laws 
which never find their way into the public treasory. Other 
people are not, however, so fortunately aituated. The bound- 
aries of European countries have been determined by mili- 
tary chieftains. Territory is held by the strongest nation so 
long as it continues to be the strongest, and every govern- 
ment lives in constant dread lest the least display of military 
weakness should serre as an occasion for the re-opening of 
old disputes. The consequence is that Europe has become 
an armed camp; new fortifications mark new acquisitions; 
railroads are built for military rather than commercial pur- 
poses ; and large sums of money, as also the services of large 
numbers of men, are annually sacrificed to the spirit of nsr 
tionality. 

In the table immediately following, I have endeavored to 
bring together in compact form a few facts designed to illus- 
trate the tendency with respect to modem armaments. In 
the first column, under each state considered, will be found 
the annual expenditure for army and navy for the years end- 
ing each decade since 1850. These figures represent the 
coat of the standing establishment, but do not include war 
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pensions or war debte, wliicli properly sliould be reckoned ia 
the military chapter of the budget. In the second colunan 
is presented the peace footing of the armies. No attempt 
has been made to collate these figures bo that they may aerve 
for comparative purposes, and, indeed, that would be some- 
what difficult, owing to the different methods of army 
organization. In Kuesia, for example, the civil police are 
rectoned m part of the standing army, while it ia well 
known that the word " reeerve " in England means quite a 
difierent thing from what is suggested by its use in France 
or in Germany. The true interpretation of this table appears 
when its figures are read from top to bottom. The remain- 
ing columns express in another manner the facta already 
given respecting the standing army ; the one estimates the 
aniiy upon the baeis of each one thousand of the inhabitants, 
the other upon the basis of territory over which jurisdiction 
is maintained. 
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If the fignres of the table are even approximately correct 
they must be accepted as satisfactory evidence that the Bpirit"^ 
of nationality is responsible for having largely extended 
public expenditare. And if we look a little deeper into the 
matter, we shall see that much of this expenditure on ac- 
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conot of the military service is of snch a sort as to lead natu- 
rally to an accumulation of public debt. Tbe implomente 
of destruction, as also tbe armamenta of defense, for battle 
on land as welt as on sea, have been greatly cbauged since 
1848 ; a fact due to tho continuous depelopment of tbe eci- 
enee of war aa a department of mechanics. But every change 
in military equipment ba* demanded an immediate expendi- 
ture of sucb large sums of money tliat no financier could 
wisely meet the demand by a single tax ; and a loan to secure 
money for this purpose would scarcely be placed, before some 
new improvement in the art of devastation would call for 
new expenditure. In this manner new debts would bo piled 
upon the old. This is the explanation of a considerable part of 
modem indebtedness. It finds its purpose in intense nation- 
ality, and its occasion in tbe development of military science. 

Wliat, now, can be said of tbe spirit of socialism in its in- 
finence upon modem expenditures? The word is, of course, 
used in its broadest sense. It should not suggest any peculiar 
form of industrial organization, but bring rather to mind tbe 
thoQght of extended state functions.' The content of social- 
ism is a set of ideas that stand opposed to individualism. 
^VTienever governments disregard the mie of laisses-faire, 
and assume functions that extend beyond " the protection of 
persons and property from violence and fraud," they turn 
tholr steps toward socialism. Thus the support of public 
eehools is socialistic. Factory acts, compulsory insurance 
acts, and laborers' dwelbngs acta are commonly regarded aa 
eocialiatic. The support of public parks, of Sunday amuse- 
ments, of theatres and operas, as also tbe administration of 
tbe poat-ofiice, of railroads, of express, and of telegraph, are 
in harmony with the theory of State Socialism. 

It would unnecessarily encumber our study to trace in de- 

' Thii lue of tbe •rurd U n conoesBion to popular uiprcEeion. Tbe funds. 
menlftl ocmcvplion that underlius sociallEm ia the aaBcnion of certain fup. 
preawd righti in favor of ihaae irho poBSesB do prapcrtj cicept properly in 
tbenuelvM. The programme forreftlidog these rights U but art ocddentAl ao- 
oeworj to soclalisni. Ur. itae, in hU " Contr mporaty Socialism," devotei the 
fint part of hii iDtroductorjr ohiptcr to tbe preaenlntion of tbis tooL 
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tail the iDfliience of modem socialism upon the develop- 
ment of modern budgets, still a few facta may be appropri- 
ately presented for purpose of illustration. There is perhape 
no chapter of financial history which shows so clearly the 
workings of this sentiment as that which pertains to the 
administrations of the French treasury since 1868. This 
short chapter divides itself into two parts, the first covering 
the period from 1868 to 1876, the second from 1876 to the 
present time. The financial disturbances introduced during 
tliis first period are due to the disasters of war, to the pay- 
ment of an indemnity of five millards of francs to Germany, 
and to the reorganization of the French army. In conse- 
quence of these extraordinary eYpenditures, tlie financial de- 
mands of the government were greatly increased ; but the 
people assented without complaint to the burdens thus im- 
posed, for they regarded tliem as essential to the maintenance 
of the honor of France. By the year 1876 ordinary income 
had been forced up to the demands of expenditure, and the 
accounts of that year showed a surplus m the treasury. 
From this it appears that a compari^n of the budget of 
1876 with that of 1869 will disclose the extent to which the 
financial administration of the country liad been affected by 
tiie disastrons war of 1870, 

But with the year 1876 new demands began to assert 
themselves, the influence of which is easily seen in the in- 
crease of public expenditure. The disburse in en ts of this 
year, placed by the side of those of 1883, show that expend- 
itures had increased 526,000,000 francs. The figures pertain- 
ing to those three years are presented in the following table : 
Expenditure of J^anee, expressed in MiUiona of I^anca.' 
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It appears from tlio above that the average annua! in- 
crease in fiscal demands for the seven years preceding 1SS3 
amoante to 75,000,000 francs, or, if ordinary expenditnrea 
only be taken into the account, these demands Lave grown at 
the rate of 50,000,000 frajica each year. "This difference," 
Bays the writer, upon whose authority the figures are taken, 
'■ is entirely due to new tendencies introduced into adminis- 
trative policies, to the demand, now become irreeistible, of 
making the government inspire and undertake all those lines 
of activity presenting a character of collective utility." 
There is much truth in tliis statement, as msy be seen by 
traciog the increase in the coat of government to the items 
of appropriation, as shown in the following exhibit ; 

Ordinate and Extraordinary Expenses of the Cieil Depart- 
metita from 1869 to 1S8S, in millions of Francs.' 
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It will be noticed, in the first place, that this table does 
not include military expenditure, but considers only the cost 
entailed by the civil departments. The important fact pre- 
sented is that the total disbursements for the administration 
of civil affairs has increased 612,200,000 francs since the 
yeir 1869; and that this increase is traceable to appropria- 

' " fltaile Bur U GeMioD Flnsnciire en Fnnee depida 1871," p. Sfl. 
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tions for piililic works, public inetrnction, and for the de- 
partments of iigrieulture and commerce. If now thofie 
figures which pertain to the entire period be compared with 
tbcffie presented in tbe sixth and seventh columns, which por- 
tray changes in the budget since 187G, itwill be observed 
that 461,200,000 franca out of a total of 612,200,000 francs 
ia due to very recent extensions of administrative fnnetione. 
In 1S70 the state demanded but $10,81 from eoclj citizen of 
France ; at present the per capita demand is J17, but it 
shows an ignorance of facts to charge the entire amount of 
this increase in public burdens to the disaBt^rs of tbe Franoo- 
PruBsiau War. A new principle has made its appearance in 
the control of tbe French budget, which, for want of a bet- 
ter name, has been termed the spirit of eocialiam. Nothing 
is at present said in criticism of this principle. It may bo 
evidence of high statesmaufihip to employ the revenue ma 
chinery of a state to carry on public works, 

I have referred thus in detail to the administration of 
flnanccB in France merely for the purpose of illustrating a 
general tendency. Many other governmenta, especially those 
of the British colonies, have borrowed freely for public im- 
provements of all sorts, and, when the question of local in- 
debtedness shall claim oar attention, it will be observed that 
municipal governments are not at all backward in employing 
their revenue machinery and their credit for industrial pa> 
poses. So important does Mr. Nash regard this tendency 
that, in bis treatise upon the public funds, he has endeavored 
to separate those public stocks resting upon taxes from those 
that rest upon public works. Such a task is of course at- 
tended with great difficulty, but, tft tbe result of his estimate, 
it appears that over ^2,000,000,000 of stocks represent pro- 
ductive property under the control of indebted governments,' 

I have thus endeavored to explain the rise and extenBion 
of credit financiering among those peoples for whom it ia a 
natural growth. But, if we include in our view the entire 
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i of ontstanding obligations, we shall discover tliat the 
fiindlDg Bystem haa been adopted under conditions not con- 
templated by the foregoing explanation. There are many 
peoples for whom constitutional ideas are wholly foreign, 
who fail to understand modem indnstriaJ methods or mod- 
em ideas of rights, but who nevertheless make frequent ap- 
peals to sovereign credit to replenish an empty treasury. 
What new meaning attaches to credit financiering under such 
conditions ? Without entering into details, it may be said 
that, wherever this form of treasury management is not indi- 
genous, it is traceable either to consciona imitation of Euro- 
peans, or to military or diplomatic interference on the part 
of foreigners. The industries of sach peoples may not be 
eufficiently far advanced to supply a fond of free capital from 
which to fill their own loan ; they are consequently obhged 
to appeal to their more wealthy neighbors. Having no well- 
defined market of their own, they appear as borrowers in the 
markets of London or Paris. This implies that commercial 
relations have been already established, and that the people 
who borrow are producers of some commodity desired by 
those who lend. From this it appears that international bor- 
rowing is bnt a phase of international trade. It shows that 
coounerce between widely separated territories, commonly 
regarded as an exchange of goods for goods, may, like do- 
mestic trade, resolve iteelf into a sale of goods for credits. 

But the important feature of pubhe borrowing by govern- 
ments of this class makes its appearance when we inquire 
what guarantee a foreign creditor has against repudiation? 
What, for example, is the basis of that confidence entertained 
by a citizen of England that, in lending to Peru or Victoria, 
he is making a safe investment ) This question, however, 
has not been introduced for the sake of giving an immediate 
reply, bnt to bring clearly into view an inherent difference 
between domestic and foreign borrowing. Its consideration 
will claim a large share of our attention in the following 
chapter, which treats of the political tendencies of public 
debta. 
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POtrnOAL TENDENCIES OF POBUO DEBTS. 

It fieemfl neceseary to recognize the fnndinf; system a 
established fact. Not only among the great powers has it 
made its appearance, but those nations wanttDg in every es- 
sential element of strength have accepted it with equal will- 
ingness. Evolved from the same conditions that have given 
form to modem history, it stands as an essential part of mod- 
em life. Bat in the development of society, every estalv 
lished fact cornea itself to be the center of new iiiflnenceti, 
which, in their turn, give direction to fnrthcr growth. We 
may, therefore, fitly inquire what inflnence this new policy 
of financial control is likely to exert npon the future devel- 
opment of society. The study presented by this inquiry 
fiiHs naturally ipto three parts — calling attention to the politi- 
cal, the social, and the industrial workings of deficit finan- 
ciering. The present chapter confines itself to a considera- 
tion of the first of these classes of influences, and undertakes , 
to discover the political tendencies bound up in the use < 
public credit as a source of revenue. 

The most obvious, as perhaps the most serious, of the po-1 
litical tendencies that accompany credit financiering, is found 
in the relation it bears to constitutional govewiment. Its 
worldngB in this regard may be very shortly and very defi- 
nitely stated. The funding system stands opposed to the 
full realization of self-government. This is not at all diffi- 
cult to understand. As self-government was secured throtiji;li 
a, etmggle for mastery over the public purse, so must it be 
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maiatained throagh the exercise by tlie people of complete 
control over public expenditure. Money is the vital princi- 
ple of the body politic ; the public treasury is the heart of 
the state ; control over public Bupplies means control over 
public affaira. Any method of procedure, therefore, by 
which a public servant can veil the true meaning of bis acts, 
or which allows the government to enter upon any great en- 
terprise without bringing the fact fairly to the knowledge of 
the public, must work against the realization of the consti- 
tutional idea. This is exactly the state of affairs introduced 
by a free ase of public credit. Under ordinary circumstances, 
popular attention can not be draw-n to public acts, except 
they touch the pocket of the voters through au increase in 
taxes; and it follows that a government whose expendi- 
tures are met by resort to loans may, for a time, administer 
affairs independently of those who must finaUy settle the 
account. 

This evil of the funding system may be more clearly 
presented through the analogy of an argument with which 
all are familiar. It is sometimes said by writers upon finance 
that direct taxes are tfie only true taxes for popular govern- 
ments. Thoy rely for such a conclusion upon the fact that 
irhen one pays a direct tax bo is conscious of the burden im- 
posed, and will naturally be led to inspect with care the pro- 
jects of the government. On the other hand, it is claimed 
that indirect taxes were invented as a means of extracting 
money from tlie people in such a manner as to avoid too 
close scrutiny into public affairs. There is some truth in 
this view of the case, although it may be easily pressed too 
far. Were it possible for government to be carried on by 
direct contributions, the healthy jealousy with which each 
individual would follow hia payment might do much to con- 
fine fiscal demands to proper purposes, and to secure ecxino- 
my in the use of moneys appropriated. In this sense, di- 
rect taxes are more in hannony with popular government 
I than indirect contributions. 
With how much greater pertinency may this reasoning 
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be applied to the employment of public credit as s source of 
revenue I A loan calls for no immediate payment from the 
people, but produces vast sums for the govermnent. It re- 
quires a certain degree of thought to recognize that debts 
imply burdeiiB, and for this reason a government that resorts 
to borrowing may for a tiuio avoid just censure. Loans do 
not, like direct taxes, demand a visible payment from the 
people ; nor, liie indirect taxes, raise the price of consumed 
articles. They address themselves rather to the interests of 
those -who have control over capital, and by the promise of a 
perpetual annuity induce the holders of money to intrust it 
to the Btate. The administration is satisfied, since its uecessi* 
ties have been relieved without exciting the jealousy of the 
people ; the lenders are satisfied, since they have secnred a 
good inveetment for their capital and are not bothered with 
ite management ; while the people are not dissalnsfied b^ 
cause of their profound ignorance of what has taken place. 
Herein lies the danger of permitting a government freely to 
mortgage its sovereign credit. 

So far as the United States is concerned, the danger of 
public borrowing hero brought to view is more fully realized 
in matters of municipal control than in the management of 
Btate or Federal affaire. The facts that pertain to local 
treasury management are indeed appalling. It is not too 
much to say that every rule laid down by the science 
finance has been disregarded by American cities. Demani 
have been made for unnecessary purposes; demands for 
necessary purposes have been made iu excess of the require- 
ments of economical expenditure ; while the entire bnsinesB 
has been so veiled behind mumcipal bonds and suppressed 
contracts, that the pablic is kept in general ignorance of 
what is going on. Out of a total city indebtedness of $683f-. 
000.000 06 reported by the census of IS80,' the sum of $13^! 
000,000 is traceable to the funding of floating debts. Thei», 
is of course a legitimate nse that can bo made of Seating 

* Forler'fl " Report on Pablie Indcbtedneu," p. 4S1. 
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debts, but in city administratioQ their nee has been for the 
most part illegitimate. Without charging criminal corrap- 
tion upon city officials, one may Bay that the true inter- 
pretation of this large 6um of floating obligations is, that 
those in authority have engaged in public duties while yet 
the citizens were ignorant of the fact. One can not suppose 
that this would have been permitted, had eveVy increase in 
expenditure entailed an immediate increase in the tax levy. 



in the United States 
.pal corruption is in 

in which cities have 



The great danger to self-government 

lies in municipal cormption, and munici 

large measure traceable to the manner 

need their credit. For American readers, this reference to 

local gOTernmeut is a pertinent illustration of a most dan* 

geroos political tendency of deficit financiering. 

But what may be said of the political tendencies of inter- 
national borrowing} Usually an international contract of 
this sort lies between the government of a weak people on 
the one band, and the subjects of a strong govenuncnt on the 
other, and it will assist our analysis if we keep this fact in 
mind. The tendency of foreign borrowing is in the same 
direction as that of domestic borrowing. As the latter ob- 
structs the efficiency of constitutional methods, so the former 
tends to destroy the full autonomy of weak states. The 
granting of foreign credit is a first step toward the establish- 
ment of an aggressive foreign policy, and, under certain con- 
ditions, leads inevitably to conquest and occupation. 

The relation that exists between foreign borrowing and 

I the political tendency here pointed out will be readily seen 

I if wa inquire respecting the position of international law 

upon nneatisfied claims of any sort. This position is stated 

by Vattel, as follows : 

If one nation . . . refuae to pay a debt, repair an injury, 
or give satisfaction to another, the latter nation may seize 
something beloncing to the former, and apply_ it to her own 
advantage, till she obtains payment of what is dae her, to- 
iler with interest and damages.* 

I "Lnrof Kationa,"Bod(II,§34a. 
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Sacli a seizure may not itself be conBidered a rcpriEal, 
bnt it becomes a reprisal opon fiubscqoent refusal of the 
delinqneQt government to give satisfaction ; sucli a seizure, 
therefore, would hardly be made unless the aggressive iiatioa 
were willing to support its action by arms. A claim, then, 
of sncli a nature that one nation would feel itself justified in 
making, seizure of the property of another nation — and an 
unpaid debt creates such a claim — is recognized aa just occar 
sion for war. 

But one must farther inquire if this mle is at all modi- 
fied by the fact that the international obligation is not between J 
two states in tbeir sovereign capacity, but an obligation that 
a state as a sovereign has entered into with the subjects of 
another state. Would an nnsatisfied claim held by a private 
person against a foreign government become & proper sub- 
ject for diplomatic correspondence, if disregarded by that . 
government ? 

The principle of law above stated is not in the least 1 
modified by the fact that the claim is private rather than J 
public. Says Vattel : 

The property of the individual is to be considered in the I 
aggregate as the property of the nation with respect to other 1 
states. It, in some sort, really belongs to her, from the right T 
she has over the property of her citiseDS, because it constitutes I 
the total sum of her riches, and augments her power. She ts I 
interested in that property by her obligation to protect all her I 
members,' 

Phillimore treats directly the qnestion in hand. He says: 

The right of interference on the part of a state, for the 
purpose of enforcing the performance of justice to its citizens 
from a foreign state, stands npon an unquostionable founds i 
tion, when a foreign state has become itself the debtor of these 
citizens.' ' 

In 1848 this question was raised in England, and Lord 
Pttlmerston, in a circular letter to the British embassadors, 

1 "Lawof Nalioiu," Book II, g SI. 

■ " ComtaenUries upon lutcmational Law," Bouk II, p. £6. 
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stated definitely the position of England respecting it. The 
following is quoted from that letter : 

As some misconception appcurs to exist in eoroe of those 
states with regard to the just right of her Majesty's Govern- 
ment to interfere authoritatively, if it should think tit to do so, 
in support of these claims, I have to ioform you, as the repre- 
sentative of her Majesty's Govemmeat in one of the states in 
which British subjects have such claims, that is for the British 
Government entirely a question of discretion, and by no meaus 
a question of iutemational right, whether they should or should 
not make this matter a subject of diplomatic negotiation. If 
the question is to be considered simply in its bearing upon in- 
ternational right, there can be no doubt whatever of the per- 
fect right which the government of every country possesses to 
take as a subject of diplomatic negotiation any well-founded 
complaint which any of its subjects may prefer against the 
government of any other country, or any wrong which from 
such foreign government those subjects may have sustained.* 

It appears, then, when a sovereign state enters into a 
contract with a citizen of a foreign state, that any disregard 
of the fitipulationa of the contract may l>e made the occasion 
of diplomatic negotiation ; and diplomatic negotiation may 
mean anything, from a polite request that a complaint be 
taken onder advisement, to occupation and territorial con- 
quest. Payment of a domestic debt may be refused with 
impnnity, but there is no such thing as repudiation of a 
foreign debt except through the acquiescence of the govern- 
ment of which the creditor is a citizen. 

It does not, however, follow from what has been said, 
that the delinquency of any people to meet their obligations 
must necessarily lead to foreign complications. No citizen 
can demand from his government the enforcement of a eon- 
tract he may liold against a foreign government. Whether 
or not this shall be undertaken lies wholly within the dis- 
cretion of his government. He can urge no expressed right 
Id the matter, except so far as this may be included in his 
general right to claim common protection. 

A case arose a few years ago in the English courts which 

' Quoted Irom Pbillimore's CommoDlarieB, Book U, p. 27. 
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well illustrates this point. The Peruvian Government bad 
borrowed money in England, and mortgaged the proceoda of 
tlic sales of shipiuenta of guano for tbe payment of the loan. 
The contract contained thia atipulation : " That the govern- 
ment specially and exclusively hypothecates the whole of 
the guano that shall be imported into the United Kingdom 
of Great Britain and Ireland, and the whole of the proceeds 
of such guano, after deducting expenses, to the payment of 
said bonds and a sinking fond for their redemption." The 
proceeds were otherwise appropriated, and holders of the 
Peruvian bonds endeavored to obtain remedy in the courts. 
It was held that there was no remedy within the power of 
the court for a wrong done by a sovereign power in its 
sovereign capacity ; for, if proceedings demanded by the 
plaintiS were allowed, " it might alter the relation between 
the two countries, and enable a bondholder, by aid of the 
court of chancery, to declare war against a foreign country." 

The foregoing facts respecting public law are In many 
ways eignificaot. From the aaalysifl of tbe previous chapter 
it was learned that the wide-spread confidence of capitalists 
in lending money to home governments was evidence of the 
influence of the moneyed classes in the councils of the state, 
and we now perceive that the readiness with which capital- 
ists loan money to foreign governments rests largely on the 
same fact. Provided only that the government borrowing 
money has jurisdiction over a docile people working a rich 
soil, and mates no pretensions to military or naval strength, 
its bonds may be readily sold. They who purchase such 
bonds place little confidence in the honesty of the borrowing 
state, but they have every reason to rely upon the willing- 
ness of tiieir own government to enforce the contract. 

But, in the second place, the fact« disclosed permit one 
to understand how deficit financiering, carried so far as to 
result in an interchange of capital and credit between peoples 
of varying grades of political advancement, must endanger 
the autonomy of weaker states unable to meet their debt- 
payments. FroTided only that the interests involved &re of 
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Bofficient importance to make diplomatic interference worth 
the while, the claims allowed by international law will cer- 
tainly be urged against the delinquent states, and the citi- 
zens of euch statce may regard themselves fortunate if thej 
succeed in maintaining their political integrity. 

Many refuse to recognize the presence of this political 
tendency in the practice of international borrowing, and in 
enpport of their position call attention to certain cases of 
repudiation that have been permitted to pass with impu- 
nity. The facts which tliey recite are undoubtedly correct, 
but it is also trne that solicitude for the interests of bond- 
holders has led to such interference with the internal ad- 
minbtration of weak states as practically to destroy their 
independence. Another fact, also, must bo permitted its due 
importance. Until within a few years, the English have 
been by far the largest purchasers of foreign bonds ; but 
Bince the fall of the Russell ministry it has been the policy 
of England to retire from the arena of international poli- 
tics. One reason, therefore, why the full rights of debtors 
has not been insisted ujwn is, that the aggressive measures 
which the enforcement of those rights would have required 
were contrary to the principles of England's policy. But 
&t the present time England no longer enjoys the distinc- 
tion of being the only people with considerable suma to lend. 
The Germans, tlie French, and the Italians, have enlarged 
by a considerable figure their investment in foreign loans ; 
and, under the direction of that spirit of intense nationality 
by which these people are led, the smaller states can not 
longer expect that immunity from interference which they 
have enjoyed in years past. Indeed, England herself, by 
the imperial policy of a Tory administration, has been turned 
from her avowed purpose, and now finds herself practical 
dictator of Egypt. 

It is of Borne importance that this tendency of interna- 
tional borrowing to establish tributary relations should be 
placed beyond question, and for that purpose it may he well 
to inqnlre what the ctirrent history of Egypt has to eay re- 
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specting tlie matter. Egjpt is said to be a dependency of 
Turkey, althongh by the treaties of 1S41, 1S66, and 1873, 
slie secared administrative independence. At the present 
time, Egypt is deeply in debt. Upon July 1, 1&82, her ob- , 
ligations amounted to £109,016,650, ckseitied as follows : | 

Funded debt (two fifths being preferred Mock) £"B,BH,780 

Seoured upon eatat^a rcieaucs. IT.nSS.iVrO 

Beoured upon tribute paid direct lo loon KgCDtd 11,918,800 

Egypt is thus bearing a per capita debt of £19 15«., and 
an annua] per capita charge of 18s. id. The real weight of 
these obligations will be the better perceived when one learns 
that, in 1878, three-fifths of the entire Egyptian revenue 
went to the support of the debt service. The greater part of 
these obligatiooB, about £80,000,000, has been contracted 
since 1863, and under the administration of Ismael Facha. 
According to a report made by Mr. Cave, in 1876, the evils 
of Egyptian financiering were dne to a combination of two , 
opposite canecB : i 

She eaffera from the ignorance, dishonesty, waste, and ez- I 
travagance of the East, and at the same time from the vast " 
expense caused by hasty and inconsiderate endeavors to adopt 
the civilization of the West. Immense sums are expended 
upon unproductive works, after the manner of the East, and on 
productive works carried out in the wrong way, or too soon.* 

The grandeur of the royal dwellings is testimony to the 
truth of one part of this statement, and the machinery 
brought in from the West, that lies rusting along the roads 
of the country, bears evidence to the other. Had the per- 
sona wlio supplied the Khedive with money felt that his 
promise was their full guarantee for repayment, it is by no ^ 
means sure that they would have been so lavish with their 
credit. 

But we are especially interested in the international rela- 
tions established upon the bRsis of these obligations. The 
holders of these bonds are subjects of England, France, and 

' " Teua on Ihe Ftiiul»," p. 414. 



POLITICAL TENDENCnS OF PCBLIC DEBTS. 



31 



I 
I 



Germany, and all that these governments have done has 
been to protect the iutereets of their subjects. The first step 
toward foreign interference in Egyptian affairs was the ap- 
pointment of a special commission by the British Govern- 
ment, at the request of the Khedive, to examine into the 
Iinancial condition of the country. This rerjuest was made 
at the time when England purchased certain shares in tlio 
Snez Canal then belonging to the Egyptian Government, 
Mr. Cuve, the bead of the commission, made his report in 
March, 1S76 ; but, as "his recommendations did not snit the 
Prench financial houses which bad pandered to the Khedive's 
extravagance," they were promptly rejected. Three months 
later, Mr. Goscben was requested by the "council of foreign 
bondholders" to represent their interests in Egypt, and with 
him was associated M. Joubert, to look after the interests of 
French citizens. These gentlemen proceeded to Egypt, and 
succeeded in securing certain guarantees from that govern- 
ment for prompt attention to obligations in the future. 
Were it our present purpose to learn if Egypt baa been fairly 
treated by her Christian neighbors, it would be necessary to 
consider the terms of the " unification " scheme (or, more 
properly expressed, the refunding operation) that took place 
in Uie early part of 1877. But our study is not in this sense 
judicial, Tbe only part of tins scheme of importance to us, 
as fllustrating a political tendency of public debts, is tlie 
character of the guarantees secured to tlie creditors. Tlie 



loan of 1870 was a " 



viceroy 



's loan," and to i 



I its pay- 



ment the Khedive e.xpressed a willingness to sell bis estates. 
For certain other loans— those of 1862, 1868, and 1873— the 
railways, which were a special security, were placed under 
(he direct control of a commission, composed of two Eng- 
lishmen, one Frenchman, and two Egyptians. Of this com- 
mieaion an Englishman was to be chairman. There were 
other provisions of tliis same general character. Passing 
over the following year, we find that in 1878 an additional 
loan of £8,500,000 was placed by the Rothschilds of London 
and Paris, The basis of this loan was family property of tbe 
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Khedive, transferred to the state and applied to the support 
of the debt. The sixth article of the decree creating this 
debt is as follows : 

In order further to seoure the aaid loan, & Special Com- 
mission will be formed to administer the said property. The 
Commission will bo composed of three members — an Egyptian, 
an Englishman, and a Frenchman ; and it shall be under the 
direct control of the Council of Ministers. 

The two foreign members will be appointed by us on the 
nomination of their respective Govemmenls. 

The functions of the said administrators will be as fol- 
lows : 

In) To manage the property. 
b\ To collect the revenues, 
c) To remit all the net revenues to the contractors of the 
loan.' 

To this arraQgement both the English and the French 
Governmeiits assented, although both, in assenting, disavowed 

all responfiibility for Egyptian afEaira. In 1879 lamael Facha 
was forced to abdicate, and in August of that year Prince 
Tewfik was formally invested with power. The practical 
result of this step was that the entire administration of the 
country was thrown into the hands of England and France, 
through two controllers-general. The decree establtshing 
these offices is bo pertinent to our subject that I give it in 
fulL It ia as follows : 

Art. 1. The Controllers-General have full powers of In- 
vestigation into every public service of the state, including 
that of the public debt. Ministers and all public officials 
of every rank are bound to furnish the controllers, or their 
agents, with all documents they amy think fit to require. The 
Minister of Finance is bound to famish them weekly with a 
statement of receipts and expenditure. Other administraUoaa 
must furnish the same every month. 

Art. 3. The Controllers-General can only be removed from 
their posts by their own Governments, 

Abt. 3, The GovemracnlB of England and France having 
agreed that for the moment the Controllers-General will not 
take the actn.il direction of the public service, their duties are 
limited at present to inquiry, control, and sarveillauce. 
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Abt. 4, The Controllers-General take the rank of MiniB- 
tera, and will always have the right to assist and speak at the 
meetings of the Council of Ministers, but without the power to 
Tote. 

Abt. 5. When they deem it necessary, the Controllers may 
anite with the Commissi oners of Fablio Debt to take sucu 
measures as they may deem fit. 

Abt, 6. Whenever they may deem it useful, and at least 
once a year, the Controllers will draw up a report on all ques- 
tions, for the Khedive and his ministers. 

Abt. 7. The Controllers have the power of naming and 
dismissing all officials whose assistance is of no use to them. 
They shall prepare a budget ; and monthly statements of all 
salaries and all resources shall be made to them.' 

The foreign appointees under this decree were Major 
Baring and M. de Bligni^ree, and their first report contained 
the information tliat Egypt was bankrupt, and could not 
meet in full her obligations. The next move was the ap- 
pointment of an International Commission of Liquidation, 
and, by the construction of tbia commifleion, the Egyptian 
debt question was declared to be a question of European 
politics. Besides tbose states that had already taken a hand, 
Germany, Austria-Hungary, and Italy were invited to assist 
by cotmcil and vote. It was against audi interference in 
domestic administration that the national party, headed by 
Arabi Pacha, aroao in rebellion. Tlieir cry was, Egypt for 
the Egjrptians. Perhaps tbey meant, as was claimed in Eng- 
land, Egypt for the Egyptian army. But what is pertinent 
to the subject in band is, that this revolution led to an 
anned interference, and an armed occupation of the country 
by a foreign power. 

Such is the story of Egypt, bo far as her bonds are con- 
cerned. In the Egyptian question as a whole, there are more 
elements and interests than those arising out of the indebted- 
ness of the country. My only purpose in presenting this 
record is to draw from current history an illustration of the 
claim that the custom of foreign borrowing endangers the 
autonomy of weak states ; and certainly the latest history of 

' "Fenn on the Funda," p. «1. 
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this most unfortnuate people Berves perfectly such a pur- 
pose. 

Another illuBtration, fully as humiliating, is found in the 
occupation of Tunis by the French. Here the influence of 
the bondholder is even more clearly traceable than in the 
case of Egypt. Previous to the late occupation, she had 
among her officials a French inspector of finance and six 
delegates or commissioners, and the curious fact is, that these 
commissioners were not appointed by the goyemnients, bat 
elected by the English, the French, and the Italiati bond- 
holders. There could not be a fact more pertinent for show- 
ing what a tyranny individualism, combined with the ruling 
idea as regards property, is preparing for the world ; or how 
that a principle which, abstractly considered, is most juet, 
may, in its extreme workings, destroy the very claim to 
justice upon which it at first rested. 

But our analysis of the political tendencies of interna^ 
tional borrowing is not yet complete. It is not alone that 
the weaker states are in danger of losing their administrative 
integrity that draws our aolieitons regard to this subject. 
Such a result might not be altogether a misfortune, should 
the period of their subjection serve as an apprenticeship in 
good government. Of equal importance ia the fact that 
widely extended credit relations introduce new and perplex- 
ing complications between the greater powers themselvea. 
It is not difficult to see how this comes about. Wlien a first- 
class power obtains control over a smaller state its weight ia 
increased in the councils of the nations. The established 
balance of power is thereby destroyed, and the diplomacy of 
suspicion is introduced. For example, the occupation of 
Egypt by England means, whatever the government may 
say, practical control of Egyptian affairs. As a consequence, 
the other powers of Europe demand cither that they shall 
have a voice in giving direction to that control, or that Eng- 
land shall not interfere with their schemes of the same sort. 
The international conference of 1884, called to take under 
advisement the qnestion of Egyptian finances, is of too recent 
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an occarrence to call for a detailed account. It was proposed 
by Mj". Gladstone to rednce tbe interest npoo the Egyptian 
debt. France would not coDBent to tliis, and Germany, for 
reasons known beat to herself, upheld the decision of France. 
Englnnd was therefore obliged to proceed with her plan for 
reform npon her own authority, and when she proposed to 
divert certain revenues from the sinking-fund to other pur- 
poses the powers of Enrope protested. Thus this Egyptian 
question, pressed upon the attention of govemmentB by the 
iDtereets of bondholders, bids fair to become one of the most 
eerioQs of modem problems. 

It appears from our foregoing atndy that there are three 
distinct and decided political tendencies bound up in the 
practice of modem financiers. It obriates the free workings 
of constitutional governments ; it endangers the autonomy 
of inferior states; it introduces complications of a serious 
nature between the larger powers. Xor can it be said that 
these tendencies are without practical interest to the people 
of the United States. It is the acknowledged pnrpose of the 
citizens of this country to realize the principles of Democracy 
under the form of a Republican government. That which 
the great numbers demand is self-government ; but, as has 
been pointed out, the employment of public credit works 
against the attainment of this purpose. It comes then to be 
of the highest moment that this theory of treasury manage- 
ment, if employed at all, should be employed under the 
guidance of strict financial rules. 

With regard to the danger to political autonomy entailed 
by a free use of public borrowing, the United States haa no 
CAUee for apprehension. For not only is this country at pres- 
ent independent of European money markets, butherstrength 
as a nation would forbid any interference with her internal 
affairs. But, on the other hand, there are many reasons why 
the United States should be on her guard against diplomatic 
complications arising from the prevalence of public borowing. 
Many of the peoples of Central and South America are 
debtors in large amounts, and their bonds are held in Europe. 
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Snppose payment on these bonds to be delayed, what haa tlie 
United States to say aliould foreign governments proceed on 
the accustomed lines of diplomatic interference i Shall our 
coontry permit England and France to repeat on this eide of 
the Atlantic the Egyptian or the Tunieian episode ) Shall 
European creditors be allowed to appoint cabinet offlcers in 
any American Republic ? The Monroe doctrine ia all that 
can be opposed to ench a policy, bnt the Monroe doctrine 
has never been accepted as part of international la^v. It ia 
merely the expiesaion of a eentiment on the part of the 
people of this country, and may reqoire the argument of 
force to secure for it general recognition. The attempt made 
by England, France, and Spain to obtain from Mexico eome 
"material guarantee" for the payment of certain claims 
forms part of the liistory of the immediate past. In thie 
instance, as will be remembered, the movement failed. The 
United States happened at the time to have an array and a 
navy, and the statement of the Monroe doctrine by Mr. 
Seward carried with it some weight. It soon became ap- 
parent to England and Spain that France was acting in bad 
faith, and they withdrew from the enterprise ; while the fact 
that the claims urged by Napoleon III were in themselvee 
apuriouB, took from the Emperor the sympathy of his own 
subjects, and rendered him the laughing-stock of Europe for 
thus endeavoring to bring into the present century tlie polities 
of the court of Louis SIY. But the issue of this particular 
enterprise is of slight importance. It is the fact that Fnmce 
undertook the coaqnest of Mexico, basing her claims for 
action upon nnsatisfied obligations, that renders the question 
of international indebtedneea of importance to the United 
States. 

Another thought is naturally suggested in this connection. 
According to the constitutional law of the United States, 
the several States of this Union are clothed with complete 
sovereignty so far as the employment of their credit is con- 
cerned. That is to say, Federal law can exercise no control 
over questions of local indebtedness. Bat international law 
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declares that an unsatifified obligation conatituteB a just oc- 
casion for diplomatio interference. Suppose, now, one of 
these local govemmentB to repudiate a debt, and that a foreign 
power desires to protect the intercets of its citizens who may 
be holders of the bonds — to Tvhoiu can it present its demands 
for redress? It would certainlj be useless to present them 
to the States, for such demands involve questiouB of peace 
and war, and for that reason are assigned by the Federal 
Conatitation to the control of the Federal Government. 
There is thus suggested a curious anomaly in American law. 
The Federal Government is imposed with a duty of negotiat- 
ing upon a question over which it has no control ; while the 
States are permitted to institute proceedings for the conse- 
quences of wliich they are not responsible. It may be that, 
in the light of our past history, this condition of affairs does 
not constitute a practical criticism upon American institutions, 
but it certainly discloses a lack of harmony in public law. 

If, however, the relation of debtor and creditor, assumed 
in the above instance, be reversed, another class of poeeiblo 
foreign complications is at once suggested. The citizens of 
this Republic have as yet shown no inclination to inve-st in 
the obligations of foreign peoples, becanse greater profit has 
been secured from other methods of placing capital. But 
when we notice the amount of wealth in this country, and 
the extent to which it is concentrated, when we perceive that 
the field of industry is continually becoming narrower, and 
■when to these facts wo add that tlie Federal debt is in rapid 
conree of expungement, and that the constitutional limitations 
placed upon the States and minor civil divisions exclude 
them from the money market as borrowers, we are led to 
recognize the increasing difficulty of safely and profitably 
investing free capital. It would not, therefore, be at all 
strange should capitalists in this country begin to show a 
personal interest in the fluctuation of foreign stocks. It lies 
altogether within the range of possibilities that the city of 
New Tork, like tbo cities of London and Paris, should be- 
come a storehouse of capital to which the sovereigns of petty 
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states may resort to fill their depleted treagnriea. This ten- 
dency is frangfat with danger to the policy of isolation thns 
far maintained by the United States, and it becomes an im- 
portant question, what attitude this country should assume 
with regard to the interests of those who place their funds 
beyond the control of American law. One of two policies 
must be delared, nor ought the nation to be permitted to 
drift in this matter. Either citizens of this Bepublic should 
know that money placed in foreign bonds is at their own 
risk, or they should prepare themselves to see questions of 
foreign policy become much more important than they now 
are. 

It seems, then, from whichever point of view we con- 
sider the question, that the United States can not reasonably 
expect to avoid political complications sure to come with an 
extension of international credits ; and it is on this account 
desirable that the Federal Oovemment should present a 
clearly formulated policy, upon which the public may rely. 

V 
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SOCIAL TENDENOES OF PUBUO DEBTS. 

Not a few of those who observe social facts are inclined 
to discover in all political and industrial relations evidence 
of social injnstioe. For such, public debts have ever been 
a favorite topic of study. It is nndoubtedly trne that our 
present social order provides abundant evidence of unfair^ 
□ese aa between man and man. The great class of non-poa- 
seeaoiB have a case which, if properly presented to the moral 
sense of the world, would secure judgment in their favor ; 
but they may pertinently inquire if their case ia not weak- 
ened by the usual discourse of their advocates respecting 
public debts. Indeed, the greater part of what is said upon 
thia subject shows au imperfect analysis of social relations, 
and fails altogether to distingnish between causal and result- 
ant facts. 

For a rational discuesion of the question here brought to 

tour notice, it will be necessary first to state clearly wliat is 
meant by a social tendency. This phrase is properly appre- 
ciated when it brings to mind all those forces which in any 
way influence the relation of classes in society. There are, 
however, hut two ways in which a social tendency may mani- 
fest itself. It may work some change in existing classes, or 
it may lend its influence to render permanent anch classes as 
are already established. The only social tendency exerted by 
public debts is of this second sort. 

I It may bo nrged as against this claim that large fortnnes 
Jiave been made by the purchase of bonds at low prices, and 
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their subsequent sale tipon a rising market. For example, 
when the first Federal Administralion declared its intentioD 
to make provision for the pajnieat of the debt inenrred 
during the Kevolutionaty War, the price of ontatanding paper 
rose rapidly upon the market. Even before Hamilton's re- 
port upon public credit, public securities had experienced a 
rise of nearly one hundred per cent, as compared with what 
they were in the early part of 1789. There were, indeed, 
some very pretty fortunes made by tljose who " expressed 
their confidence in the government," and purchased its obli- 
gations at thirteen cents on the dollar. 

The tiuancial conduct of the late civil war also offered a 
rich hars'est to the money-lender. The net proceeds of loansi 
dming the continuance of that war was $2,565,000,000* 
But thifl sum, which was received in depreciated paper, rep 
resented a gold value, estimated on the basis of quarterly re- 
turofl, of but $1,705,000,000. The difference between these 
two sums shows the amount of fictitious capital that fell into 
the poeketa of those who " trusted the government in ita time 
of distress." A similar result followed upon the refunding 
operations of 1870. Federal bonds which were taken at 
100 have since risen to 120, thus giving to those who BeU 
them a premium of twenty dollars for every one htmdred 
dollars invested, in addition to the ordinary interest pay- 
ments while the bonds are held. 

It most then be admitted that fortunes have been made 
by dcahng in government paper. In a slight degree, also, 
such results may be regarded as the natural workings of 
deficit financiering, for it is tnie that bonds issued during the 
continuance of a fiscal emergency will not command their 
normal price. Still this can not be accepted as proof thak 
the pohcy of pubhc borrowing contains a decided tendency 
toward the separation of classes on the basis of property. 
Private fortunes made by dealers in bonds may be evidence 
merely of bad financial management on the part of the ad* 
ministration ; hut of more importance is the consideration re- 
ferred to in the first chapter of this treatise, that private 
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property must bare been concentrated to a considerable de- 
gree before t!ie borrowing system could have been developed, 
Men hold bonds because they are rich, they do not become 
rich by holding bonds. At least this will not be the case 
when bonds are issued and managed according to sound rules 
of finance. 

But has such a conclnsion any practical Bignificancet 
There are a few writers who advocate repudiation of public 
indebtedness as a first step in the solution of the problem of 
industrial inequality,' and, from the above analysis, the fu- 
tility of such a proposal becomes apparent. The placement 
of a public debt, while it may create a bondholdiug class, 
does not create the claea of rich men who, by lending their 
wealth to the government, become boudholdera. The exist- 
ence of such a class is but one of the many manifestations 
of inequality in posaeseions. It is a resultant, not a causal 
fact ; and on this account it is unreasonable, because of indig- 
nation at the manner in which our century lays its burdens 
and bestows its benefits, to advocate the arbitrary expunge- 
ment of all pubhc obligations. Such a proposal displays lack 
of critical judgment. It is inadequate to the end sought, 
because not addressed to the final cause of that of which 
complaint is made. 

This question, however, presents itself in a little different 
light when we consider the tendency of deficit financiering 
to render permanent such class relations as are already estah- 
lifibed. The social significance of public debts springs from 
the fact that, wherever esisting, the citizens of a state are 
divided into two classes — those who pay taxes for the sup- 
port of the debt, and those who receive interest payments out 
of the proceeds of the taxes. It is not intended to imply 
that holders of bonds form a distinct class in the commu- 
nity, but rather that there always exists in a country bur- 
dened with debt an interest peculiar to the holders of bonds. 



' CI. "Brief ReaaoDs for RcpudUtioo Applicable 
OomtriM," bj bkoc Butu. 1869. 
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And when we remember that indostml leieore, rendered 
poeeible by proprietorship in fixed investments of any sort, is 
s habit easily acquired, we may discern bow the funding bvb- 
tem readily lends its inflaence to the pennaneocy of class 
relations. 

This effect of deficit financiering may be seen in theaen- 
Ument that always controls the moneyed claeseB with refer- 
ence to the debt payment. Whenever a great national emer- 
gency demands the creation of a debt, the enthnsiaem of 
patriotism leads to its willing support, bat it is nevertheless 
regarded aa a pulilic calamity. When, however, the finances 
of the country become adjusted to the annual interest pay- 
ments, and the people accustom themselves to the taxes re- 
quired, one may bear from influential qnartere frequent ex- 
pression of the opinion that the permanence of a national 
debt is essential to commercial interests. This has been the 
result in the United States of twenty-five years' acquaintance 
with public bonds used as commercial paper. One of the 
foremost papers of the city of New York endeavored recently 
to aronse sentiment against the rapid payment of the pablie 
debt by charging opon that policy the business depressioa 
affecting the country. Its argument was that good invest- 
ment could not be found for as much free capital as was 
thrown upon the market by payment of the debt, and that 
no capital would seek investment because the rate of profit 
was in this manner forced to a low figure. The suppressed 
conclusion involved in this bad logic is that the government 
should continne to tax the people for money with which to 
continue the payment of interest upon its debt rather than 
flood the market with free capital, I observed another illus- 
tration of this same tendency when reading, a few years ago, 
the proceedings of the Bankers' Association. A leading 
citizen of Chicago, speaking before that body, expressed the 
opinion that this country could not afford to reduce its debt, 
for the payment of the debt endangered the national banking 
system. Such expressions as these show how easy it is for 
men to convince themselves that what proves to be of per* 
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eonal advantage must of necessity benefit the commanity at 
large, and they are illuGtrations, also, of the fact that class 
interests easily crystallize under the influence of an extended 
and permanent eyetemof indebtedness. 

It E^ould be further noticed, in this connection, that the 
social influences which accompany the employment of sover- 
eign credit depend largely npon the manner in which public 
funds are distributed among the citizens of a debtor state. 
The opinion is quite prevalent that a widely-diffused debt 
indicates a healthy condition of political and industrial so- 
ciety. Thus it is the constant theme of self-gratnlation on 
the part of French writers that so large a number of French 
subjects are enrolled as creditors of the state. This fact dis- 
closes what they call the democratization of the public funds. 
(" On voit comhien la rente etaU dSmocraUaee") Between 
1870 and 1876, the debt of France doubled in amount, but 
the holders of the debt increased by four times the original 
number. Upon December 31, 187G, the number of titles 
apoD the books is said to have reached the enonnouB figure 
of 4^404,703.' Viewed as a pnrely financial question, how- 
ever, it is no occasion for congratulation that a debt is widely 
difEosed. Not only is its management necessarily more ex- 
pensive, bnt the facility offered to politicians to use the debt 
for party and personal ends often defeats the best purposes 
"of the financier. This same France, for example, continued 
to pay for a number of years a higher rate of interest than 
was necessary because the government feared the voting 
power of the holders of rentes.* Nor do industrial consid- 
eratiouB necessarily lead to the approval of a vridely-diffosed 
debt. The unfailing indication of a healthy state of indus- 
tries is found in the personal attention of all members of 
society to business affairs, and this can only come with per- 
sonal interest iu some particular form of product. In so far 
as the private income of individuals arises from payments of 

' "Trail£ de U Science des Finanws," Iieroy-Besulien, toI, ii, p. M4. 
* " Let Wiotnom de U Ripublique," H. La Trisw de li Booqae, pp. 1^28. 
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interest by the state, the pnblic is deprived of the beneficial 
workings of that solicitons care which insures SQCceas in in- 
dustrial ventores. If one traces to its origin the sentiment 
tliat favors a lurge rather than a small number of public 
creditors, he will find that it springs almost entirely from 
social considerations. 

It may be interesting to inquire respecting the holding 
of Federal bonds in the United States. In tliis respect, aa 
upon most questions pertaining to finance, the cnstoras of 
the American people differ widely from those of the French. 
There is presented in this country the spectacle of a highly 
centralized public debt. One need not fear that a popa- 
lar vote will demand the maintenance of pnblic obligations 
as a convenient species of productive property, or that 
the government shonld continue a larger interest pay- 
ment than the stipulation of the bonds or the condition of 
the market requires. The only source of information re- 
specting the distribution of Federal obligations is the 
report upon public indebtednesB that forms part of the 
publications of the tenth census. The facta presented^ 
therefore, pertain to the year 1880, but tliere is no reason 
to believe that the relations disclosed have been materially 
modified. 

The registered debt of the United States, as it appeared 
during the summer of 1880, amounted to $1,173,749,350. 
Now, the reader is especially requested to notice the number 
of deductions that must be made from this sum before the 
question of personal holding by citizens of this country can 
be discussed at all, for, if these deductions be lost sight of, 
the figures presented will not adequately measure the con- 
centration of bondholding interests. In the first place, our 
present calculation has nothing to do with the amount owned 
liy foreigners ; as this amount was found to be $27,894,350, 
there remains $1,145,854,900 to be accounted for among the 
citizens of the United States. Of this sum, $319,937,800 
was held by the national banks, as security for their circula- 
tion, which must also be deducted from the grand total ; for 
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not only is its chief Bocial influence exerted through its con-- 
nection with the circulating medium of the country, but it ie 
under corporate and jiot personal holding. The census au- 
thorities further excluded from their final analysis the sum 
of |I180,92(!,700 of six per cents.^ As a result of these vari- 
ous dednctions, there remains the sum of $64r4,990,400 ; but 
there ib included in thia a large amount of debt, the property 
of private banks, insurance companies, trust companies, and 
other CJjrporations, calling for a yet farther deduction of 
$227,451,550. It thus appears that out of a total of over 
one billion of registered debt, private citizens of tlie United 
States were proprietors of the comparatively small earn of 
$417,538,850. 

The amount subjected by the census authorities to a 
cUesified analysis is J644,000,000, made up of bonds bearing 
respectively 4, 4i, and 5 per cent interest. The various 
same for each class of bonds, as well as the number of hold- 
ers in each class, is presented in the following table, to which 
ifl added a similar claMifieation of the six per cents already 
Bpokenof: 
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' The flUWmpol o( (be report iriih regard to theno bonds is as follows : " The 
IntENMOD the 6 per ocnt bondE of 1880 und 1S8I vai made pajablc senu- 
unnall; (JuIt and January), in the ten prtncjpiil cillca of the country, Nev 
Tork, BoRlon, PhUadelphla, Baltimore, Chicago, Cincinnati, WaRJiinfton, San 
Fraadico, St. Louia, and Sew Oricao*, and not sent direct tiy draft to (he hald- 
ai*. The treasurj books were ecnt dlroct to the suti-treBsiirici of these dtioa, 
and the owners or persona authorised called and receipted for the inlcreat. 
These bonds, aggregating at that (dme (180,B2S,7OO, vera ouned by 7,6RS cor- 
poradons and prirate individuale; 4,239 of these holders received thdr Interest 
in Vew Tork citv, 1,611 in 6o-<lon, I,S06 in Philadelphia. US in Baltimore, 13 
In Chfca^, M in Clnclnnsii, 169 In Wnsbington, 10 In St. Louis, and S la Hew 
Orieuu." 
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The total amoant, it will ] 
be observed, is made np of 
the total registered bonds, 
esclnding tbe euiub held 
foreigners, and the araonnta | 
deposited hj the National 
Banks as Boeurity for their 
notes. The number of 
holders is S0,802. Com- 
pare thiB namber with tlie 
4,404,763 Iioldere of the. 
French debt.' 

WhatjnoWjiBthemannef 
in which these $644,000,000 
of registered bonds are dis- 
tribntcd i The accompany- 
ing table presents two sorts 
of elaesification. First, the 
holders themselves are clas- 
sified according as they are 
male, female, or corporate, 
and the amounts respectivfr- 
ly belonging to each clasB 
are designated. In the sec- 
ond place, there are eight 
sub-classifi cations according 
to the sums registered for 
each class. For example, 

> It ihould, however, be stated 
thit Bepar«tc entries on tbe Oot> 
ernmoafa books do oot ccccssBrilr 
mean icpanite boldera. Nor doc« 
II. Lcroy-BeanUen leave the intprei- 
fioD that there sr« m mim; boldeM 
o/ the French debt. Be himself es- 
timatea (p. MS) from 1,SS1,040 en- 
triet hi 1869 that the oimen of the 
debt uamborod betireen f 00,900 and 

eoo,ooa 
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Class I includes all who hold bonds in eums varyiDg from 
$50 to $500, while Class VIII embraces holdiDgs exceeding 
iu amount $50,000. The several amounts for each class maj 
bo read from the last colnmn of the table. 

There are two conelnsions of importance that spring from 
the figm'es presented in the above table. In the first place, 
whatever social influences flow from concentrated holding 
of the public funds, must make their appearance in the 
United States, should the present policy of debt-payment be 
arrested and a system of permanent indebtedness be estab- 
lished. The population of this country in 1880 was fifty 
millions ; the number of individuals holding registered bonds 
was 71,587. Other citizens may be interested in the public 
debt through their ownership of stock in corporationa that 
hold it; but when one remembers how corporations stand 
related to the question of social inequality, this fact can not 
alleviate the liarshneas of the conclusion euggeated. But 
again, if the figures presented be even approximately cor- 
rect, they do not allow much gromid for the argument that a 
pnblic debt should be maintained in the interest of " widows 
and orphans." One frequently hears that a permanent debt 
is a good thing because it permits easy and safe investments 
for the funds of those who are weak and dependent, but this 
ooneideration is not warranted by the figures presented. This 
will appear in its clearest hght by a grouping of figures from 
the previous table. If we drop from our notice the last four 
colmnuB, and place the figures pertaining to the first five 
elassee in contrast with those that remiun, the result will be 
aa follows : 



This presentation offers slight enoonrageraent to those 
who look upon pubhc debts as a means by which a beneficent 
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goyemment may exercise ito paternal care. It is traa that 
Borae widows and orphans invest in the pnblic funds, but 
when the respective amounte of large and small holders are 
placed in contraat, and when it is noticed tliat out of a total 
of $664,000,000 of registcrod bonds §410,000,000 are held in 
soms of 150,000 and over, it seems a little ludicrous to nrge 
the maintenance of a Federal debt as a measure of charity to 
dependent persons. 

Bnt this matter of the distribution of public indebted* 
ness may be regarded from another point of view. 8o far 
aa social results are concerned, the territorial holding of 
pnbhc obligations is of as much importance as their peiv 
fional ownership. For, in the firet place, this shows the 
centers at which wealth is concentrated, since debt paper 
will natnrally flow to that market where there is free capital 
to absorb it. This class of facta also indicates those parts of 
the country whicb, on account of some past service, have a 
recognized claim to annual payments from the general pro- 
ceeds of taxes. Public creditors must hve from the prod- 
uct of current industry, but tliey may be to distributed over 
the land that the labor which lends itself to their support ia 
not the labor of the locality in which they hve. It thm 
appeare that a pnblic debt may be so distributed within a 
country that the people of one section will be bound in aearv- 
iee to tliose of another section. An analysis of the holding 
of the registered debt of the United States directed by this 
thought is full of interest. 

Analyai* of Territorial Distribution of Registered Bond* 
held by private individuals. 
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The flource of inforniatioa for the above table is the re- 
port on pnbtio debts of 1880, but I have summarized the 
facte there presented, so as to bring to our notice the four 
well-defined groups of States, the territories and the Dis- 
trict of Columbia being grouped with the Western States. 

This tabic can not call for much explanation. From the 
fignrea of the first column one learns the amounts of bonds 
held by the varioua groups of States ; the second column 
presents the same fact in the language of percentages. The 
third column shows the proportion of the total population 
which finds its residence in each of the sections considered, 
while tho last column declares what sums would have been 
held had the total amount of registered bonds owned by 
private persons been assigned to tho several sections on the 
basis of population. The disparity of ownership which m^es 
its appearance is the most marked in the case of the Southern 
States. Here is a section with 37 per cent of the popula- 
tion holding but 3 per cent of the bonds. Were it true that 
Federal taxation ia ia proportion to popnlation, the South 
would be called upon to pay to citizens of the other sections 
the entire debt charges entailed by $141,349,674 of bonds, 
this being the difference between the amount held and tho 
amotmt assigned. The Western States, also, are in like man- 
ner subject to an annual interest payment in favor of their 
Eastern neighbors. Of tho separote States, the two most 
fortunate in this regard are Massachnsetta and New York. In 
Massftchusetta there are 16,885 holders, being 23-04 per cent 
of the total number; while the amount held is §45,138,750, 
being 6-99 per cent of the total amount. The population of 
thia State is 3'66 per cent of the total population. Corre- 
sponding figures for New York show that she presents 14,803 
holders, beirg 20*24 per cent of the total number ; and that 
these are proprietors of bonds equal to $210,264,250, which 
is 32'60 per cent of tho entire sum. The population of this 
State is 10-14 per cent of that of the United States. In tho 
face of snch figures as these it is useless to deny tho sectional 
concentration of the bondholding interest. It may be that 
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tlio relation thas disclosed is no more Btrongly markeil tliaii 
appears in the ordinary course of bneinees, but there is one 
important distinction tliat sliotild be noticed. In ordinary 
buBinese, tlie relation that exists between the various sections 
of a country is service and counter-service; tho benefit is 
mutual, or the intercourse would not continue. In the case 
of bonds, however, the service by virtue of which the pro- 
prietors claim an annual payment has been passed for nearly 
a generation. It is right that this payment should he made, 
but it is also right that those who hold the claim sboold 
maka no complaint if those citizens of the United States who 
are debtors insist upon extinguishing the principal of the 
Federal debt. 

Wben we notice the concentration of money in and aboat 
our great cities, and that the figures presented above are but 
exponents of a general fact, we can not escape the feeling 
that the public sentiment of cities is not to be relied upon in 
matters touching great financial questions. The class interest 
la too Btroug. One might as well expect to discover the 
political sentiment of the public at large by inquiring what 
tho citizens of Washington thought of any proposed measure. 
The conclusion, then, of the foregoing analysis seems to be 
as follows : While we may not say that public debts bear 
with them a distinct and independent social tendency, it is I 
yet true that they exert a social influence in rendering pen- I 
manent such class relations as spring from disparity of po»- 
seseions, and that they introduce conflicting iutereate between , 



It may not be inappropriate to add a word respecting the 
social tendencies of foreign indebtedness. The relation of 
debtor and creditor, when established between peoples of the 
same industrial gi-ade, and the same political insight and 
military strength, can not be said to exert an influence at all 
different from that which we have previously considered. 
But when peoples of altogether different degrees of indna- . 
trial advancement, different habits, different views of life, 
and different forms of government, enter into this relation. 
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]t is not at all exceptional for the inferior people to find 
tliemselves delivered over to practical servitude. Is not this 
what happened to the Egyptians ? Ignorant of transactions 
in money, they understood nothing of the contracts wluch 
their rulers signed, and, since they enjoyed none of the po- 
litical rights of free men, they would have heen powerless 
to oppose such contracts had they understood them. The 
parties to this bargaining were, on the one hand, citizens of 
a strong government with money to lend ; on the other, an 
autocratic ruler of an ignorant people, possessed of the sov- 
ereign power o£ taxation. By means of written honds, the 
money was given to the ruler in exchange for the power to 
tax. The measure of this servitude ia found in the annual 
foreign payments on account of the Egyptian deht, all of 
which, rouglily speaking, passes out of the country. For the 
year 18S2 the receipts of the Egyptian Government were 
$44,800,000 ; the annual debt charges for the same year, in- 
cluding payments to the sinking-fund and payments upon 
preference bonds, amounted to §25,000,000. It may be fair 
to deduct from this amount the sum of $7,000,000 chargeable 
to the earnings of property created by tlie investment of bor- 
rowed capita] ; but there would even then remain an annual 
payment, from the proceeds of taxes, of $18,000,000, passing 
each year out of the country. If now we call to mind the 
number of English officials- in Egypt, the foreign control 
exercised over her internal affairs, and the management of 
her taxing machinery in the interest of public creditors, are 
ve not justified in Baying that the days of tribute have re- 
turned ! Is there not again established between strong cred- 
itor and weak debtor states the relation that formerly existed 
between Kome and the barbarian peoples ? It certainly aeema 
a little unjust to urge English proprietary rights against peo- 
ple who are ignorant of the English law of property. There 
appears to be such a thing as an international social question, 
and one phase of this question is presented in connection 
with international borrowing. 
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) because a public treasnry c 
the prodact of current industry that a study of the indoBtrial 
effects of public borrowing cornea to be of importance. For, 
if govemmentfi borrow in such a maimer or to such a degree, 
or BO correlate their borrowing and taxing, that industty ia 
thereby discouraged, the source of all revenue will be dried 
up. Sound rules of treasury management rest upon a dear 
analysis of industrial relatione, J 

The question thus brought to our attention is perhaps the J 
most difficult of any of the technical questions we shall have ' 
to consider, and I can only add tliat it is fundamental to a 
proper understanding of the entire subject. It may also be 
pertinently remarked that thia subject offers certain peculiar 
temptations to the student. Many writers who consider it 
show great carelessness in tracing causal relations. A panic 
follows the creation of a debt, a panic follows tlie payment 
of a debt ; in either ease some wise man wilt surely appear 
to charge the commercial disaster upon the financial policy 
of the government. It is a safe rule, and one that I shall . 
endeavor to keep in mind throughout this analysis, to deny a d 
causal relation which can not be traced with some degree of 4 
clearness. ' 

Again, the natural desire for simplicity and uniformity 
of statement has led to many an abuse of good financial 
maxima. The first lesson in practical finance is that ciroom- 
stances alter cases. In tracing the industrial effect of loans, 
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much depends npon the purpose for whicli mouej? was bor- 
rowed ; upon the Datore of the transaction ; upon the indns- 
trial condition of the people who bear the loan ; upon Bocial 
relations as indicated by the diatribution of property among 
the people ; npon tho varying snms in which the loan is held, 
and the comparatire numbers that become creditors of the 
state, as also upon other conditions that will readQy suggest 
themselves to the reader. Nor are loans themaelves homo- 
geneoufi, but vary in character as do the circnmetances under 
which they are issued. Our conclusions, therefore, respect- 
ing tho industrial effects of public borrowing must be hypo- 
thetical rather than general, and particular rather than nni- 
vereal. "We can not expect to discover any grand principle 
by which financiering may be reduced to rule, but we may 
hope to become more perfectly acquainted witU the nature 
of deficit financiering and to formulate certain maxims which 
will be of assistance in tho practical administration of treas- 
ury aftairs. 

The first distinction which it is necessary to notice is one 
tliat exists in the nature of loans themselves. Does the 
placement of debt effect a movement in the capital of the 
country, or is it foUovrcd merely by an adjastment of credits ? 
This distinction between a transaction in capital and a trans- 
action in credit is not diiBouIt to understand. The most 
simple conception of capital is that of a fund for the sub- 
sistence of labor. It means food, clothing, slipUer. It means 
those things in the enjoyment of which the laborer must be 
g^naranteed, before his skill and strength may be drawn from 
producing them directly for himself to other purposes. But 
this gnarantee being established, by the creation within the 
conutry of a large subsistence fund, whoever controls this 
fund has it in his power to direct labor, and from this it 
follows that any disturbance in the ordinary application of 
capital mnst effect a corresponding readjustment in the ap- 
plication of labor. Public borrowing then comes to be a i 
transaction in capital when, by means of it, the government I 
gains control over a definite portion of the country's labor. ' 
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.' Its infliieDCC upon iiiduEtries must, in Bucti a case, be < 
/ and immediate. 

But it is possible for a government to borrow money in 1 
such a manner, and to use it id Buch a way, that the industiiea 
of the country are not in the leaat affected. This is the case 
when a debt already existing is paid with the proceeda of a 
new debt, or when floating indebtedness ie token up bjr the 
isaue of bonds, or when an account is settled between two 
' conntriea. The full meaning of transactions of this sort is 
I that creditB of one kind are given up in exchange for credits 
of another. The industries of a country are not directly in- 
fluenced by such a transactiott, for it brings no actual capital 
under the control of the government, and consequently o* J 
cations no rcadjustmeot in the application of labor. I 

But, it may be agked, is this distinction ever disregarded I ' 
It is of course not denied when thns brought clearly to view, 
but there are many indications that it ib not at all times held 
flnnly in mind. The prevalent disinclination of the part of 
cities to fund their floating obligations is traceable to con- 
fusion in the public mind on this point. The exprcaeioiw of 
admiration and wonder occasioned by the ease with which 
France p:iid the Gorman indemnity, also, spring from an in- 
adequate analysis of the nature of the transaetion. Bat 80 
pertinent is this operation as illustrating a transaction in cred- 
it, and so interesting in itself, when wo consider that it was 
the largest amount of money ever borrowed at one time, that 
I venture to present at length the manner in which it waB J 
carried through. I 

According to offieial figures, the entire expense of the " 
Franco- Prusaian war was ]1,471,000,000 franes. Thia occar 
sioned the creation of a debt of 9,890,000,000 francs. Of 
this Bom, 5,800,000,000 francs was paid to Germany as a 
war indemnity, and it is the borrowing of this sum which 
serves as an illustration of a transaction in credit. 

In 1871, on the basis of a law of June 20, the Minister 
of Finance issaed a call for a loan of 2,000,000,000 franca. 
The proceeds of this loan were 2,950,000,000, which, added to ' 
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a loan of "50,000,000 of the year before, made 8,000,000,000 
taken by the guvernment in two years. In less than thirteen 
months thereafter, by a. law of Jnly 15, 1873, the treasury 
authorities were permitted to place another and yet larger 
lutin. This is what is known as the three-milliard loan, the 
actual proceeds of which were 3,498,000,000 francs. This 
loan, which was placed by popular Biibscription, called for ten 
per cent of the amount subscribed as a guarantee, and per- 
mitted the remainder to be paid in nineteen inatallments. 
but required that the last installment should be paid before 
April 14, 1874. The loan took the form of perpetual rentes, 
and bore interest at the rate of 5 per cent. 

I^t us now consider the character of the subscriptions. 
'In Taris tliei-e were found 34,324 subscribers, whose united 
subscription amounted to 13,252,455,390 francs. In France, 
outside of Taris, the subscribers numbered 792,340, whose 
bids amounted to 4,513,465,566 francs. Besides these, there 
*ere 107,619 offetB from foreign countries, amounting to- 
I gether to 26.050,195,054 francs.' That is to say, there were 
fl24,S176 individtmls and asscwiations, whoso united subacrip- 
tiona amounted to 43,81 G,6&5,010 francs, willing to lend 
money to the French government. This is a sum equal to 
$8,765,219,202 which was placed at the disposal of the gov- 
ernment in response to a request for a loan of $600,000,000, 

Now, esclaima the world, what a wonderfnl country is 
France 1 What masterly men must be her financiers I What 
Btrengtb is displayed by her industries in thns furnishing 
eo large a sum for the payment of Germany I Without 
denying the eonclnsion as to the greatness o£ France or 
her finsnclers, the payment of the five milliards can not be 

iTUiBiiniatirDatcdliirenteBiuaoutitcd to 1,641,431,660 franca, tie Bubacrip- 
\ tioni being dlstribnlcd amoTig the Tarioua nutiana u follona : Gcrtnuiy, 471,. 
l^5*,Blfi fiauM; Bvlernni. 396,044,320 francs; England, 3.t4,lal,21G fnmra; 
I jUMM'torraine. ST.T36.01S trtac* ; HolUnd, 82,SBS,8fln francs ; Denmark, 34,- 
' 40E.SM fpinfs-, Turkey, 82,917.700 francs; SwItzcrUnd, 8a,481.286 francii 

Itilr, 91,078,090 franca; AuMria, 30,370,440 franca- Baumaniau Sutea, D,79!^ 

7U ficnca ; AsU, 2,814,a70 (ranct. 
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accepted as proof of industrial strengtb, for the fact ie that 
Prencli iadnstrics did not supply the funds. It is true that 
for Germany so large a sura of money reanited to an increased 
control over capital, yet the payment of this sum by France 
did not immediately entail npon her an equivalent loss. The 
fnll effect of this jjayment was a re-adjustmcnt of credit rela- 
tions between the French and foreign peoples. It was a 
traasaction in credits. ( There ia in Europe a system of inter- 
national payments of which we know little or nothing in this 
country. If, for example, a merchant in Paris wishes to 
make a payment in Berlin, it is quite customary for him to 
send securities of some sort to his Berlin agent, which, being 
sold, permits him to place so much of their proceeds aa are 
necessary to the order of hia creditor. The securities thos 
nsed are known as "international values." They may be the 
bonds of any reliable state whose paper can not be retained 
among its own citizens. Thus the bonds of Italy, Spain, 
Turkey, and Kuseia are so used. Eatlroad securities, ae also 
the paper of other well-established indnstrial corporations, 
swell the total of "international values." The point of im- 
portance, however, is to recognize the existence of each val- 
ues, and to understand that by means of them any spocial 
stress upon one market may be in part transferred to other 
money centers. These " international values " act as con- 
I necting pipes between great reservoirs of capital.. 

In the presence of such commercial relations, how far is 
the placement of a great loan felt in the country where it is 
issued \ To answer this question, one must remember that 
the credit of a strong state is always higher at home thiin 
abroad, and, on this account, if a government advertise for 
the placement of a considerable loan, the home market will 
be cleared of foreign obligations to mate room for the do- 
mestic debt. This is exactly what occurred in the case of 
j the great French loans. Those Frenchmen who held foreign 
paper sent it abroad in order to secure the necessary funds for 
the purchase of the new rentes. It was not, then, France 
that furnished the ready cash for paying the fine of five nail- 
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liards, but BerliD, London, Koine — indeed, the world at large 
came to her aesietaiice. And, since the loan did not result 
in the absorption of domestic capital, French industries were, 
for the time being, outside its range of iufloence ; its fall 
immediate eEEect was registered in the changed credits which 
Frenchmen held. The transaction, in short, amounted to 
tbia: that France drew bills of exchange upon her many 
foreign debtors in favor of Germany. This, of course, was 
only possible because France had accumulated credits abroad 
by means of her foreign commerce, which were given up in 
return for French rentes. It appears, therefore, that the 
transaction was of the nature of an international refunding 
operation, and had nothing to do witli capital invested in 
current industiy. French exports and imports were not 
greatly influenced, labor was not diverted from its natural 
channels, and all domestic trade for the time went on very 
unch as though no debt had been contracted. That which 
challenges our astonishment is the extent to which interna- 
tional credits have been developed, and not the fact that 
France was able to raise the money to pay her fine.' 

There seems, then, a clear difEerence between a financial) 
operation which touches capital and one which merely resultsj 
in a re-adjustment of existing credits, and it is needless ta ' 
remark that our further study Lis to do with such borrowing 
as exerts a direct influence upon existing industries. The 
foregoing analysis discloses also a fact of much importance 
in the prosecution of this study. Since it is through the 
mediom of capital that public borrowing comes into contact 
with industries, it follows that tlie industrial effects of bor- 
lowing will vary according to the fund of capital moved by 

I ' There ia > report upon the payment of ibo Gormnn indomnltj' bj M. Won 
8aj, n&de Is ISTB, in which the moTcments of international cre<)it.i, ptctIoiu 
to the gnat lo&ns, >re traced. Tbia subject is also treated at some length b; 
Lcroy-Beaoliea, " Traits de la Sdenee de« riDaiic«9," vol. ii, pp. SIS-SST. 
Compare also "Blackwood's Magazine," vol. cxrii, p. 173, fot the tenoB of the 
I, and the detuU of psTment. Especial attention la called to the 
which this pajment wh nude without mnteriiOl; affecting inMniational 
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the placement of a loan. It may be difficult to trace with 

exactness the 8onrce from wliich the government draws its 

capital ; but the more perfectly this may be done the more 

accurate will be the jndgmente of the financier. But in Bome 

cases this task is not a difficult one, Tbua it is easy to di»- 

I cem if a loan absorbs foreign or domestic capital, and but a 

1 dight conEideration leads one to see that the industrial effects 

of borrowing are quite different, according as the fonda are 

I supplied at home or abroad. 

At tlie outbreak of a severe war there are certain advan- 
tages in placing a foreign ratiier than a domestic loan, for ia 
this manner the unnatural strain to which a people are sub- 
jocted, in paeeiug from a condition of peace to that of war, 
is taken from domestic industiies. Any arbitrary change ia 
established business habits or methods is always attended 
with injurious consequences, and it should be the pnrpoee of 
the financier, who controls that part of government mar 
ohinery most intimately connected with business lif^ to 
effect all necessary changes with the least possible indiutrialv| 
disturbance. A foreign loan readily lends its iuflnence to 
this purpose. The proceeds of such a loan do not find theif 
way into the borrowing country as money ; at least, this wiP 
not occnr in any such manner as to effect an inflation of tWI 
circulating medium. It is not money that tlie government 
wants ; its demands are either for the products of labor, or 
for those things by the possession of which it may gMi con- 
trol over labor. It is probable, also, that an emergency eO' 
great as to justify foreign loans would result in the estat>-' 
lishnient of such commercial relations that foreign exchanges- 
would he against the borrowing country ; and, in sach a 
ease, t!ie country can only maintain the normal amount of 
circulating medium through tlie exportation of credits. The 
imported commodities would be paid for by exported bonds 
and, for a time at least, a country might secure its supplies 
without influencing to any great degree domestic prices. 
"While the country is in a state of transition from peace to 
war, this is a consideration of no slight importance. 
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ivantage of foreign loans appeare more clearly if 
we notice what kind of goods will probably be imported. 
Thus the loan may be paid in goods that can be directly used 
for belligerent purposes — -as arms, military equipments, and 
the hke. Tlua simply means that the goverument employs 
foreign labor to supply ita wants, and induces foreign capi- 
talists to foot the bills ; and, if the enterprise nndcrtaken 
by the state draw large numbers of men from ordinary pur- 
euits, the fact that they are supported by foreign labor will 
relieve domestic industries of this charge. But the relief 
thna experienced will be as great, though perhaps not as 
direct, if goods of ordinary consumption are purchased by 
the proceeds of bonds. The nature of the question is the 
same in either case. Goods of ordinary consumption may 
fail in their supply because the government has diverted 
labor from its accustomed lines of activity. Industrial dis- 
turbance is inevitable when a people undertake belligerent 
operations, and the question to be decided is, whether the 
tabor remaning in ordinary occupations shall be re-distribated, 
thus intensifying the industrial disturbance, or whether the 
country shall for a time relieve itself by employing foreign 
labor, and thereby mn in debt. In case the latter alterna- 
tive is adopted, no excessive burden is thrown upon domestic 
industries, the community is conscious of no want, and prices 
are uninfluenced by the financial policy of the government, 

This interpretation of the relation between foreign bor- 
rowing and domestic industries is fully borne out by refer- 
ence to the table of trade statistics for the United States 
during the period of the late civil war, presented on the fol- 
lowing page. 

For our present purpose it is right to regard the exporta- 
tion of gold in the same light as the creation of a foreign 
debt. This is true because it was made possible to spare 
so much gold from circulation by the fact that part of 
the public debt was so shaped as to serve the purposes of do- 
meetie money. The commercial results were the same as 
tbongh bonds to an equal amount had been placed on tbe 
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fomgD market and the gold retained in circnlation. It ap* 
pMn, therufore, that the full extent of assietance rendered 
b^ foreign peoples to this govemmeDt, for which a deht was 
created, is measured by the gold exports added to the eiceea 
ftt TaluGM tmjK>rted. It has eiace been ncc^^ssaiy for the 
United Htatcd, in order to bring home her bonds placed 
al>roa'), ua qIho to again gain possession of her portion of the 
world's ((old, to give back capital equal to that received 
during tliu war. This was accomplished by causing herex- 
purtH to exceed her imports. 

The priiclieal eonclusion, then, resiwcting foreign loans, 
Moema to bo that if a govemmeDt desires to maintain the in- 
dustrics of tho country in statu quo, while at the same time 
8tepB are taken which tend to disturb existing industrial re- 
latione, it must see to it that tlie proceeds of its loans are 
brought from abroad. One must not, however, on this ac- 
count, aeettme that public loans should always be placed on a 
foreign market, or tiiat a government should never bo con- 
dition its bonds as to absorb domestic capital. It may be 
wise to break np, for the time being, the usual course of in- 
dustries. The exigencies of the case may require tliat home 
labor should be induced to exert an energy greater than it 
normally exerts ; for such a purpose, if borrowing be resorted 
to at all, it is home borrowing that commends itself to the 
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financier. But, nnderetanding tlie natnral working of foreign 
loaDH, it mnst be left to the peculiar conditions of each case 
to determine when they shall be used. 

We enter upon a more difQcuIt ])art of our task when we 
undertake to trace the industrial effectB of domestic loans. 
No great reliance can be placed upon personal experience 
witb commercial credits in judging of public loans, for cer- 
tain essential differences exist between the state and a private 
person B& borrowers of money. The credit of a state is 
based on sovereignty, that of an individual rests on some ma- 
terial guarantee, or on known personal traits of the borrower. 
GoTemments can not tell when an extraordinary demand for 
money may be arrested; the demand of individuals ia 
Btrictly limited. The debt of a state is supported by taxes ; 
that of individuals or private corporations may he paid out 
of profits which spring from the investment of the proceeds 
of the loan. It is true the proceeds of a public debt may, in 
Kie manner, he profitably invested, yet in such a case com- 
mercial rules do not usually apply to government industries. 
Bat the greatest difficulty in tracing the industrial effects of 
public borrowing springs from the fact that these effects are 
not constant, but vary with each new step taken in the de- 
velopment of the loan policy. 

When a government undertakes to meet a long^contimied 
demand by the use of credits, everj- loan contracted changes 
the conditions for every succeeding loan, so that what is ob- 
served to be the effect of the first can not be accepted as 
a sure indication of what will result from the second or fol- 
lowing loans. 

Between the inception of a loan policy as set on foot at 
the beginning of a war, and its final collapse with the fall of 
pablic credit, there are three distinct steps which it is possible 
for a government to take. These steps are arbitrarily marked, 
According as the rate of interest paid is normal, high, or ex- 
cesdve. But though arbitrary in their presentation, the in- 
dustrial results observed are clearly defined. The reason is 
that different funds of capital are moved according to the 
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different etrengtli of the motives ofEered by the government 
to secure money. Let n8 then seek to trace the indofitrial 
effycta of the loan policy, first, when money may be Be- 
cured by offering normal rates of interest; eccond, when 
unusual rates must be offered to secure the requisite funds; 
and third, when the government finds it necessary to give 
excessive rates of interest. 



jA>an« secured at normal rates for money. \ 

A public loan which offers only the normal rate of inters 
est can not exert any decided infiiience- upon established in- 
dnstries, for there is no motive presented to one whose capital 
is well invested to withdraw any part of it from its accus- 
tomed employment and place it at the disposal of the state. 
It follows then, that industries engaged in profitable employ- 
ment at the time of the placement of the loan will continue 
to exercise their accustomed degree of activity, and to main- 
tain the usual relations between capital employed and labor 
directed. This ranst be admitted when we recognize the 
source from which such a loan will be filled. The only fund 
that can be influenced by the offer of usual indueementa is 
that which ia on the lookout for investments. Tliia is what 
is technically known as the fund of capital entirely frep . 

I Employed capital will not be placed at the disposal of the 
state. The government can make no use of fixed invest- 
ments, while the proprietor of such investments can not spare 
the circulating capital needed to keep them in a profitable 
state of activity. There ia no inducement offered to one bo i 
situated to subscribe to a public loan, and consequently there j 
ia no danger that a loan which pays only normal returns 
on money will cripple established industries. If filled at all, 
it will be filled from that fund of free capital which would 
otherwise have been invested in new industriea. Its full 

'/effect is to check further industrial expansion, and this it 
does by turning the energy of tbo country into other channels 
In case, then, of a sudden emergency calling for increai 
public revenue, there is much to be said in favor of resorting I 



I 



INDUSTRIAL EFFECTS OF PUBUC BORROWING. fl3 

to loaoB, provided tbe loans ma; be placed at reasonable 
rates. 

It ie sometimes said in this connectiou that the placement 
of B loan induces men to save, and for tJiis reason public bor- 
rowing is not altogether an evil. It may be there are some 
people who have each confidence in government bonds, and 
such fear of priviite securities, that they will buy a bond with 
greater pleasure than invest in common stocks. This is true 
of the French and possibly of the Germans ; but the consider- 
ation is of s%ht importance for England or for the United 
States. Those conditions which lead men to private saving 
are not changed by the offer of public bonds at connal rates 
of interest, and it is doubtful if such a result may be relied 
upon in couutrics where private credits are well developed. 

Anotlier popular conception is forced upon our attention 
at this point. It is quite generally assumed that a demand 
for capital by the state tends to raise the rate of current 
interest, and that this rise is due to competition between tlie 
government and bnsiness men for control over the country's 
fund of free capital. The demand of the state, it is claimed, 
is in addition to the ordinaiy demand, and this is why the 
price of capital riPea when a representative of tlie state appears 
on the market. The completences of this explanation may be 
doubted, and its truth also,- unless its statement be very care- 
fully guarded. Other causes may be mentioned for the rise 
of interest which frequently follows the placement of public 
bonds. Tlie stability of a government is likely to be the 
most serionsly questioned jnst at the time of its greatest finan- 
cial necessities, and on this account investors will demand 
a little extra payment by way of insurance. Every person, 
also, who has had extended dealings in money, contracts a 
habit of thought which naturally controls his investments. 
It is like sturting a wagon out of a rut to bring him to think 
of lending to the government, and for this reason the govern- 
ment may find it necessary to increase slightly its offers. 
These considerations tend to affect the rate of interest on 
government paper. 



64 



FDBUO BOEKOWLVG AS A FENANCIIL POUCT. 



I 



But Low does the matter stand with this " extra demand " 
for capital? There has been a vast amount of loose reason- 
ing upon this point. The essential distinction between the 
Btate and the individual has not been kept clearly in mind. 
The fact is that the government desires capital for the pur- 
pose of maintaining and directing labor, and no more capital 
is reqnired to supply the total labor of the country with the 
neceaeary means of subsistence when directed by the state, 
than when under private or corporate control. Whence, 
then, arises any extra demand ? How does this competition 
come about which is said to raise the rate of interest? We 
must Eureiy go deeper into the analysis than to refer thus 
loosely to the law of supply and demand. 

This slight rise in the rate of interest which follows npon 
the placement of a public loan, so far as not already accounted 
for, finds its final explanation in the peculiar nature of profit 
and interest, and the relation iu which they stand to each 
other. The most simple conception of interest is that it is 
payment for the hire of capital ; while profit, on tlie other 
hand, is self-payment ior the management of capital. It 
does not then necessarily follow that the rate of profit and 
interest fluctuate together, for they are not dependent npon 
the same antecedent conditions. Our attention was above 
drawn to the fact that, in contracting a loan, a government 
may be obliged to pay something above the market ral«, on 
account of the prejudice which capitalists quite generally 
feel against breaking their accustomed course of investments. 
This prejudice affects the choice of men as capital owners. 
But there is another influence closely allied to this, working 
in the 8.inio direction, which appeak especially to that claso 
of industrial agents known as undertakers. It is the mem- 
bers of this class who pay themselves, in the form of profits, 
for their personal oversight in the management of capital. 
But the rate of this payment varies with the amount of 
capital controlled, and on this account there is, among euo- 
cessfnl business men, a constant desire to enlarge their busi- 
ness. It is also true that the possible extension of established 
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business is limited by the amonnt of capital in the country's 
fi-ee fund. Here, then, arises a conflict of interests between 
the bueineas men and the government, which lias a tendency 
to raise the rate of public interest. The state desires to gain 
control over the fund of free capital ; the ondertakers desire 
to accomplish the same purpose, for otherwise it will be im- 
possible for them to extend their own self-employment by 
which alone their self-pay may be increased. If the state 
insists on getting the money, it must in some manner induce 
the managers of capital to forego their prospects of increased 
self-remnneration, and, if no other argument can be brought 
to bear, the government will be under the necessity of in- 
creasing slightly the rate of interest. 

Let Bs now come back to the question from which we 
started. Will the placement of a loan by the state, which 
does not extend beyond the absorption of the country's fund 
of free capital, teud to raise the rate of interest tbroagh 
competition for capital? Again it must be said that one's 
conclEBions in this study are hypothetical. If the conditions 
of the country at the time a loan is made are such as to 
encourage an extension of private enterprise, then the loan 
will be felt in the rate paid for money. But if the state of 
the market is such as to depress business hoj)es, to render cal- 
culations uncertain, and to discourage rather than encourage 
industrial managers (facta which usually present themselves 
at the outbreak of a war, before belligerent conditions are 
fully eefabhshed), undertakers will be fully satisfied to main- 
tain established conditions. This being the case, they will not 
compete with the government in the placement of its loan. 
During this period of business uncertainty, then, if the gov- 
ernment has a strong and decided political policy, it can assume 
control of the country's fund of free capital and yot exert 
no influence upon the market quotations for money. But, 
however this may prove to be, the conclusion already stated 
calls for no modification. The effect of a loan that extends 
no farther than to draw to the disposal of the state the fund 
of free capital in the country, does not tend to disturb exist- 
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jog induBtml conditions. Its influence is prospective; it 
tends only to check normal development. 

Jjyans acoxtred at high rates of inUrect. 

Suppose now that the government, being in want of 
more ca,pital than can be secured bj an ofEer of normal in- 
(liioement*, determines to raise the rate of interest, or, what 
amounts to the same thing, to sell its paper below par. In 
so doing, it takes what may be termed the second step in 
the development of the loan policy. How do the indnEtTial 
consequences of such a procedure differ from those already 
portrayed J The unusual indueemeots will, in all probability, 
lead men to respond to the appeal of the government, thus 
giving over to the service of the state capital properly re- 
garded as lying outside the free fund. The effect of such 
borrowing can only be determined wJien it is learned from 
what source this newly presented capital is drawn. 

There are three sources from which the state may hope 
to eeeure funds, over and above thoBQ saseeptible to an offer 
of normal inducements. Thus, in the first place, the govern- 
ment may expect something as the result of savings in per- 
sonal expenditure, and here for the first time is it possible 
to trace a direct connection between pnblic borrowinjj and 
indnstrial aSmrs. Any general movement of this sort among 
the people will certainly disturb the established dietribntioo 
of labor. For if people cease to nae certain classes of com- 
modities, laborers must cease to produce them. Such a 
change in general demand, if sudden and extensive, and if 
unattended by new demands for labor in other lines of 
activity, will lead to serious results. It involves the tem- 
porary embarrassment of those thrown out of employment, 
which, in its reaction, will be injurious to ail indnstries. 
But counteracting influences will probably make their ap- 
pearance. No government whose administration is nnder 
the direction of sound rules of finance would enter npon 
this second step of the loan policy, had it not taken in hand 
some matter calling for men as well as capital. The neah, I 
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therefore, of ftuy general saving in personal espenditnre 
would be, that tliose who btjfora had employed men to serve 
themselves, would now support an equal numlrer of men in 
the service of the state, receiving therefor from the state a 
promise of futnre payment. The fact tliat the state is will- 
ing to employ the labor set free m well as to borrow the 
capital set free, obviates that strain which otherwise would 
be thrown upon indostries by the sndden change in demand. 
So far considered, then, this second step in loan-contracting 
is followed by no immediate industrial consequences of a 
eeriouB nature. 

In tlie second place, capifal may be secured through the 
abandonment of certain industries which, before the appear- 
ance of the state npon the money market, were on the 
verge of paying no profit ; or from a temporary suspension 
of certain industries which a change in demand has ren- 
dered unprofitable. It is easy to understand the manner of 
accomplishing this, if one but calls to mind that industrial 
property is always held either in the form of a " plant '' or 
of Bubsistence fund.' The former is that which remains from 
Bome past investment of capital, as, for example, machinery; 
the latter is free in form, but applied in the sense tliat it is 
Bet aside to maintain past investments in a profitable state of 
activity. The rate of return from any enterprise is esti- 
mated upon the basis of tliese two joint funds, and, if this is 
observed to stand lower than the common rate of interest in 
the community, there are presented inducements for a change 
of business. But any change involves sacrifice upon the 
capital invested in the plant, and, in consequence, no propri- 
etor will give up an established business until the hope of 
increased return upon the freed capital ovcrbalancea the loss 
from the abandonment of the invested capital. It is possible, 
then, to say that so much of the country's subsistence fund 
as ia devoted to maintaining industries on the verge of 



* To render thia sMtement ptrictlj true, tt will be necelsarj lo mj llial il do«a 
K apply to lAnd ooncdved u " indoitrUl prDpert;," 
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I activity is potentially free; and that a sliglit rise 
in the rate of interest offered will give to the government con- 
trol over such capital. The details of this operation are that a 
man, under the conditions assumed, will sell his buildings to 
serve some other purpose, will sell his machinery for what it 
will bring, will Bell the goods produued during the last 
period of industry, and place the proceeds at the disposal of 
the government. The reasoning is altogether the same for 
him who suspends an active business until the return of 
" better times." It may be that ho was engaged in produc- 
ing those things which others cease to consume when they 
determine to curtail their personal expenditure, and he knows 
that the demand for his products will return when the occa- 
sion for personal saving has passed away. He does not, 
therefore, as in the former case, dispose of his machinery and 
buildings for what they will bring, but simply cloeea the 
doors and waits the return of the usual demand. Mean- 
while, he invests the proceeds of the last lot of goods pro- 
duced in public bonds, believing that the premium which 
these bonds will ultimately pay will compensate bia imme- 
diate loss. The labor which lie has been accustomed to em- 
ploy is likewise available for the nse of the government. 
Snch, then, is the relation existing between industries and 
public borrowing, when the capital secured is drawn from an 
unprofitable or a suspended business. Whether or not bocIi 
financiering is defensible, depends upon the alternatives 
offered to the minister of finance. 

The third source from which government loans may be 
filled, when the second step in loan-contracting has been en- 
tered upon, is created by the increased intensity of industrial 
energy on the part of the paying industries. Bnt what are 
the paying industries ? To understand this subject properly, 
it is necessary to know the order in which economic wanta 
are developed ; for the permanency of wants is in inverse 
order to their development. Wherever there is a healthy 
distribution of products, any general curtailment of personal 
expenditure will first make its appearance in consectioa with 
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the BO-called luxuries of life.' Below these etand the com- 
forts of life. In the advent of a war which results in a 
change in the nature of the peace demand, it is the indnEtriee 
producing the luxuriea that are obliged to suspend opera- 
tions ; those supplying the necessaries are permanent. More 
than this also is true. The demand for common products 
will he increased by passing from a condition of i>eace to a 
condition of war, for some of those then working for the 
state will be better supplied than when in private life, and 
others will be obliged to consume commodities of the more 
common sort. Such industries then will not only be perma- 
nent, bnt will find motives for increased activity. 

It ia stated by Mr. Mill as a genera! proposition, that the 
industry of a people is at any time limited by the amount of 
their capital.' This is certainly true. Capital ia subsistence 
fond.' Bnt Mr. Mill is carefal to add that the industries of 
a country do not always reach the limit set by the amount 
of capital held. It is an error to conceive of industry as a 
simple conception ; it is, rather, to borrow an expression 
from mathematics, a force of two dimensions. It is quantity 
of labor multiplied by quality of labor. Its true measure is 
product. It is, therefore, impossible to say that industries 
have ever reached their highest possibilities upon the basis 
of such capital as a country at any time possessed, for this 
would be equivalent to saying that genius for invention 
had exhausted itself, and that organization of labor had at- 

' This subject of the development of Bconomio nanta ie an citrcmoly Inlri- 
cato one. It may be thai tlia position here nBBumed will be crilioised, becftusc It 
often oocora that during a war oonanmptioa of liisuriea inorPBBca, The ciplana- 
tioD of this ia, that an apprecintion of the eomfortx of life ia of alovderciopment. 
It requires culliire. But luxury caasumption permits ostentation, rad the only 
Dae to which one vho hae epent Ihiriy ycam Iq porerty eao put richea la that of 
display. Tlie njipcarance, tlicn, of luxury cooauTnption during the eonUnuuiec of 
• war ia quite coaduaiTc proof of some disturbance in the ardinury distribution 
of prodnets. It meani that uncultured men arc getting rich out of the country's 
disaster. There are some interesting guggeatlons bearing on this subject In 
BoKher, " Political Economy," book iv. 

* Hill'a ■' Principles of Political Economy," book I, ch. v, % 1. 

* Jetona'a '' Theory of Political Economy," pp. 214, SIB. 
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taincd perfectioo. Bnt, on the contrary, experience allows 
tlie conelusion that increased product always responds to in- 
creased motive. The only question, then, aa to the effect of 
a rise in the rate of govemment-lntereat is, wliether amch 
an inducement is of the sort to which indnstnal managers 
will reepoad, and tliie is answered afBrmatively by the an- 
nals of certain great periods of loan -contracting. If the 
conditions are rach that the increased supply of commodi- 
ties will not result in a fall of their price, general bnsinen 
will display increased activity in order to supply the stats, 
with such funds as it demands ; and these conditions are metj 
if we suppose a government to have taken the second step itt 
the loan policy, to make headway against the Unancial eii- 
gencies of a great war. It thus appears that the government 
may hope to secnre subscriptions to its loans from those en- 
gaged in active industry, and that the source from which these 
subscriptions will be paid is the result of intensified labor. 

The economic principle upon which one relies for the 
tmtli of this conclusion is that part of the so-called law of 
supply and demand which happens to be true. The tmth in 
this law is that demand precedes supply, and that, given 8 
clear and definite demand, there will be a supply. This il 
nowhere more clearly perceived than in the history of inven- 
tions. Like pork or cotton, a supply of inventions follows a 
general recognition of their demand. This is shown by th« 
history of the textile industriesi. But the most pertinent fl* 
lustration, because it has to do with the changed conditionB 
introduced by the advent of a war, is found in the inflnence 
which the outbreJik of the rebellion exerted upon the de- 
velopment of agricultural machinery. Labor was withdrawn 
from agricDltnral pursuits to follow the fortunes of war, but 
the demand for agricultural products was as great as ever ; in 
this manner the need of new machinery made itself felt, a need 
to which the inventive genius of the American people qnickly 
responded. The hingnage of the report of the Commissioner 
of Patents for 1863 is pertinent to the question in hand. 
He says: 
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"The most atrildng fact connected ■with this clans (C1at<8 A, 
Agriculture) is the rapid iDCrease of applications Sled. Not- 
withstanding half a million of our agricultnrists have been 
withdrawn from the farm to engage in military service, still 
tbe uumher of applications for patents on agricultural imple- 
ments (exclusive of reapers, bee-hives, horse hay-forks, and 
horse hay-rakes) has increased from three hundred and fifty in 
1961 to five hundred and two in 1«63. At first thought such a 
result would seem ao anomaly, but it is this large foiin upon 
ihe laboring classes which has caul^ed a greater demand tlian 
usual for labor-naving machinery. . . . Slacliines for sowing 
and planting seed are the most numerous in this class, and tbcy 
have been brought to such a state of perfection that one can 
now be supplied with those that plant everything, from a mus- 
tard-seed to a. potato, dther by hand or animal power, at prices 
varying from one hundred dollara down to two dollars aod 
fifty cents." 

The commissioner then continues the dcBcriptton of the 
agricultural inventions of the year, and says, in conclnsion : 

"Indeed, throughout this entire class there appears to be 
IBB increased activity in the effort to snbstitute labor-saving 
machinery for manual labor, and, judging from appearances, 
with the most beneficial results." * 

Loa/na secured at rates of interest ahnormaUy high. 
As contrasted with this second step in the placement of 
ptiblio bonds, which is characterized by a rate of interest 
elightly above the normal rate, the government may be said ' 
to have taken the third and Inst step when it offers abnormal 
indneements to secure control over capital. For example, 
England, at the time of the Napoleonic wars, as also the 
Federal Government during the late rebellion, entered upon 
this third stage of deficit financiering. In both instances the 
gOTernmeots sold their paper at heavy discount. The evil 
consequences of offering excessive rates of interest for money 
are two. In the first place, it tends to dry up the source of . 
Income upon which the treasurer must rely in the future; 
and in the second place, it results in a saving forced from 
the laborers, tbe benefits of which the laborers do not enjoy. 

' " Patent-OfflcB Report," lSfl3, toL i, p. 21. 
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That is to say, nndcr tlio indiiBtrial conditions inti-oduoed by 
public borrowing at high rates, the employers Lave it in their 
power to force their workmen to live on less than their nsaal 
allowance, and with the difference to bny bonds in theit, 
own name. Let ns look a little more closely into these 
ealt£. 

It hafi been already explained how that those industries 
on the verge of bearing no profit were abandoned in con- 
sequence of increased returns from investment in govem- 
ment paper. But this idea of normal profit is altogether 
arbitrary. It depends at any time upon the alternatives pre- 
sented tu him who desires to invegt capital, and the condi- 
tions which serve as the basis of his calculations must change 
with every successive rise in government intereet. Thus, 
suppose the normal rate to bo 5 per cent, and the govern- 
ment to ofEer 7 per cent. All industries upon the veige of 
the profit lino when interest was 5 per cent will free their 
capital for the use of the state ; but now 7 per cent, or some 
rate between 6 and 7, comes to be the established market 
rate, and the consequence is that other industries are in this 
manner brought into the same relative position, so far as 
profit is concerned, as were those industries which felt the 
infiaence of the first rise in government rates. If, now, the 
rate be again advanced, these in their tnm will be given up, 
and 80 on for every successive increment In rate.' 

In this manner there is established within the community 
a class living oat of the proceeds of taxes, who are yet not of 
necessity actively engaged in current production. Theyl 
were originally constant producers and tas-payei^ ; they are i 
now at liberty to become idlers and tax-receivere. Although 
the fiscal demands of the government remain as great as be- 

' It it not true that all taoh industries will disappear. A Bufiicient nnm- 
bei oalj will place ibeir freed capital at the dlspo^ of the goTemmcst. J 
that thu diminished product will enable tiioae reatuning to realize a blgfaer m 
profit. Such perMDt fill Dot abuiiloa their businesa. Kor iriU those O 
in mippljiiig the neoessarica of lite iara their capital to the mnttol of the atat^ n 
for tbej are in a podtion to demand a h^hcr price tor their prodaeta, and M M- j 
cnie (o ihemsctTea the beoeBl of an advance ia the tale paid tor capitaL 
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fore, it has deprived itself of the assiatanee of certaia of ita •■ 
subjects. It is in this manner that excesaive appeals tlirongh 
loans tend to drj up the source of revenue upon which the 
state must rely. Indeed, a government entering upon this 
third step in loan-contracting is in the poBition of a, man who 
oonsnmes bis capital in running expenses ; it la only a ques- 
tion of time when it will reacli the end of ita financial re- 
Bourcee. 

But how does this matter stand with regard to the wage- 
receiving class^ The quite universal testimony of history is 
that any great industrial disturbance rests moat heavily upon •• 
those who, possessing no property, depend for an income 
upon their daily labor. It makes no difference whether this 
disturbance arise from a disordered currency, from inter- 
rupted commerce, or from an excessive appeal on the part of 
the state for revenue— it is the wage-receiving class that feels 
most sensitively the change. Avoiding all controversy upon 
the doctrine of wages, it will be sufficient to call attention to 
the order in which inflated prices find their way into the 
quotations of various commodities. The argument thus im- 
plied ifl easy of comprehension. Since all goods are not 
equally sensitive to those influences affecting price, it follows 
th&t such commodities as are moat tardy in tlieir advance 
must be at a relative disadvantage wlien exchanged for 
other commodities. A general rise in price, therefore, must 
be to the detriment of those goods the last to move. 

What, then, is the order in which commodities respond 
to those influences which effect a general rise in prices? 
Upon this question also we may avoid tedious discussion, for 
on one point, at least, there can be no difference of opinion. 
Wages always follow, upon a rising market, the price oi^. 
those ooramodities from which laborers anbsist. From this 
it appears that when a general rise in prices takes place, 
wages at the old rate must be paid for goods at the new and 
higher prices, which means Umt real wages decrease because 
|cf the tardy rise in nominal wages. We may then clearly 
indei^tand how a fiiiBncial policy which results in the rapid 
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indatioQ of general prices must work to the injury of thi 
who depend upon wages ; and we may also easily trace 
source from which government loans are filled under sncl 
conditions. It is the employer who buys the bonds, but 
he pays for them out of his extraordinary profits, and these 
profits he secures by a reduction of real wages. That is to 

/ say, he sells for the new and higher prices goods which werai- 
produced at the old rate of wages. A tinaneiul policy whii 
leads to such a result is open to the moat severe criticism 
which the science of finance admits. Not only does it take 
from the public at large more than is received into the trcaa- 

' ury, but it coercively deprives one set of citizens of a part of 
the product of their labor for the benefit of others. 

The history of England from 1790 to 1815 supports the 
opinion here expressed, and presents a most pertinent illus- 
tration of the burdens thrown upon the laboring classes by 
vicious policy of treasury management ; but quotations froi 
Americaji prices during oar late war will serve the pnrposei 
equally well, and it is proper to remember that criticism, like 
charity, should begin at home. Mr. David A. Wells is » 
most careful statistician, and, with the machinery of the 
United States Government at bis control for investigation, he 
arrived at the following conclusion : " Up to the commence- 
ment of tlie year 1S67, the general effect of the agencies 
growing out of the war had been to occasion an average ad-i 
vance in the price of commodities to the extent of about 901 
per cent, while the corresponding average advance in wages 
was not in excess of 60 per cent." ' This statement is capa- 
ble of a simple though a somewhat startling interpretation. 
It means that the loans contracted during the late war 
in part filled from the coerced savings of the laboring ch 
The new source of revenue opened when the Governmei 
ofiiered the excessive inducements for the loan of capital, 
created by a fall in the rate of real wages." 

' " Report of the Spedal CommiBtiioiier of Uic EWrcnac," 1S68, p, 14. 
* Th&t Mch maj see for bimictf that the commodiUcs upon which Mr. Wdl 
hu b4sed his calculations are neocuaiiet, the folloiriiiB table ia Inserted k 



2re>^^H 



monSTBUI. EFFECTS OF FUDUC BORROWOO. 



T6 



I 



It thus appears tliat when tlie policy of public borrowing 
is carried to an e^streme, it works, in one respect at least, 
like a tax ; for tliey who curtail tlieir peruonal expeaditurea, 
tbat the demands of the government maj be met, do not do 
so willingly, but arc forced to make the eacrifice, Bnt, from 
another point of view, such borro^ving ia unlike a tax, for. 
the payment is not tinal as between the government and 
those citizens with whom the government directly deals. 
The collecting agent ia not a public officer, who receives a 
fixed salary for Iiis services, but the employer of labor who 
receives a commission in the form of public bonds equal to 
tlie fnU amount of capital collected, plus whatever premium 
the distress of the government permita him to secure. Thus 
such borrowing works as a tax that entails the necesdty of 
a new tax, equal at least to the fnil amount of the sums eo- 
eured. Its practical effect npou the laboring claasee is to 
coerce from them a part of the product of their labor, whicli 
sum the government accredits to their employers. "We may 
not on this account censure any individual employer, for, 

■liow* the kocntge price of tame of tbe leading articles of domeedc conBump. 
ti-an, and in house-rent, in 19i(7, aa oompnred rith I860-'91, In the manufutur- 
hig towns of the United States. Ct. Report o( 1863, p. IB: 
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under the preBeiire of competition, Lie liberty of action is not i 
large ; it is the pemicionB financial policy adopted by the ad- 
, miniatration that should be held responsible. The resulta 

(portrayed are the necessary conecqnence of an excessive ap- 
peal to public credit. A diminution of real wages miiBt 
always follow at the heels of such financiering. 

The general concloaion of the foregoing analyEis is aa 
follows : Public loans infinence industrial affairs throngh the 
medium of capital, but the character of this influence de- 
pends upon the nature of the loan, upon the conditions under 
which it is contracted, and upon tlie fund of capital from 
which it is filled. So long as the placement of a debt by the 
state does not affect the market quotations of commodities, 
the full extent of its influence ie to divert capital, which 
might otherwise have gone to extend existing industries, to , 
the purposes of the government. But the moment the ] 
state offers unusual inducements, the price of commodities is f 
thereby affected. Future loans moat on this account be con- | 
tracted on a rising market, and by taking this step the gov- 
ernment enters upon a policy which contains the germ of ] 
industrial dietnrbance and social injustice. Moreover, such a j 
policy is suicidal, for it tends to dry up the source from i 
which all revenue must be derived. At the same time, it 
must not be forgotten that there is a wiile margin between a 
slight increase of the normal rate of interest and an offer of 
excessive inducements ; and, although the iudnstrial and 
financial principles are the same in either case, the practical 
results may be very different. It is, therefore, impossible te 
determine how far a government is justified in raising the 
rate on public bonds, unless the probable results of thia 
method of securing money be compared with what must fol- 
low from running the taxing machinery at a higher rate of ■, 
speed. It is sufficient for the present to learn the manner in ' 
which public horrowing ia related to indnetrial life. 



CHAPTER V. 

WHEN HAT BTATKB BOBBOW MONKT ? 

OcB Btadf in the foregoing cliaptere has led to the dis- 
cloeure of many tendencies, dangerous to the highest welfare 
of organized society, which seem to be a necessary part of 
the borrowing system. But governments may not, on this 
account, be reasonably prohibited from the employment of 
tbeir credit. The only practical impoi-tance of such a dis- 
eloeore is to snggest tlie necessity of further inquiry respect- 
ing the couditioDS under which an appeal to public credit 
may be justified. 

It must be noticed at the outset, that this inquiry can not 
he safely undertaken as an isoLited question. Governments 
do not borrow for the sake of borrowing. The necessity of 
obtaining money is always an assumed premise ; and it ie 
upon this premise, and in view of the alternative presented 
of borrowing money or levying taxes, that financial writers 
defend an appeal to credit. And it may be added, further to 
simplify the question, that the minister of finance has noth- 
ing to do in determining the nature, the time, or the extent 
of the demand made by the government npon the public 
treasury. If the government wants warming-pans to send to 
the South Sea Islands, it is his business to supply the warm- 
infi^pans in the most economical manner poeeible. 

There are many publicists who write against public debts 

as though the question were one of appropriation or no ap- 

. propriatiOD, whereas, in reality, the qnei^tion is one of debt 

I or taxes. The study of the present chapter proceeds npon 
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the assumption tliat tlie demands of the government fop 
mouej' are jnst ; otherwise neither a loan nor a tax is capable 
of defense. 

Let us then inquire under what conditions deficit financier- 
ing may be justified. "We need not burden our study with an 
attempt to enumerate all the eases in which credit may be 
with propriety employed ; our purpose will be better served 
by some classification from which the princijiles involved may 
be discovered. Such a classification is the following, dis- 
closing as it does the conditions in which convenience, neces- 
sity, or pnblic economy demands the use of public credit. 

1. A want of coincidence between estimated and actual 
revenoe, if the error come in the form of a deficit, calls far, 
a temporary loan. 

2. The advent of some unforeseen financial emergency, as 
war, famine, fire, flood, and the like, when the government is< 
called upon to act promptly if at all, is regarded as a jnab 
occasion for a resort to the money market, 

3. A determination on the part of the government to 
un{lertake some public work o£ such a nature tljat some con^ 
siderablo time must intervene between its beginning and its 
completion, presents a necessity for the employment of st&te 
credit. The cases here set forth mnet be subjected to separ- 
ate analysis. 

Loans may he used to cover a temporary deficit, 
, It is no occasion for surprise or censnre that the closa 
of a fiscal year shows calculations respecting income and ex- 
penditure to have been incorrect. It is seldom the oaae 
that a budget as executed harmonizes with a budget as eeti- 
matod. This, indeed, can not be expected, for many of the 
elements that enter into the calculation are entirely beyond 
the control of the financier. Even with regard to revenue, 
the factors are not subject to precise estimate. The proceeds 
of a poll-tax may be calculated with eome degree of assnr* 
ance. The same may be said of a land-tax, or even of an 
income tax, provided it has been long established. Bnt indi- 
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roct taxes of all sorts depend for their effloiency upon the 
general trade of the country. The revenue arising from 
customs duties, for example, is determined by the amount of 
dutiable gooda imported, which in ite turn depends upon the 
character and extent of general trade. Eleuients of uncer- 
tainty, therefore, are necessarily introduced into the framing 
of the budget, even upon the side of revenue. 

Questions of public expenditure lie also beyond the di- 
rect control of the financier. The rule according to which a 
private individual manages his personal expenditure is en- 
tirely reversed in matters of public finance. The (question is 
no longer how expenditure may be kept within a fixed in- 
come, but how income may be brought to coincide with a 
given rate of expenditure determined upon. It frequently 
occurs that some change in establislied policy involves in- 
creased expenditure, and that this new demand must be 
immediately met. If this increased expenditure bids fair to 
call for a continuous annual payment, it is wise to levy taxes I 
equal to the new and constant demand ; yet in this cafle, 
money must in the first instance be borrowed, for new taxes 
can not become immediately productive. On the other hand, ' 
if the expenditure is likely to occur but once, induetriea 
will be less disturbed by securing the necessary money 
through loans, with prot'ision for gradual repayment, than if 
a large sum be taken in a single year through an increase of 
taxes. It seems, then, that both convenience and economy 
justify the use of temporary debts, whenever estimates fall 
short of actual expenditui-es, or when some change in pnblic 
policy presents new demands to the treasury department 
that must be immediately met. 

But the real question that lies at the bottom of tlie policy 
of temporary loans goes deeper into the science of finance, 
and eog^festa it^ielf only wlien we inquire respecting the alter- 
native presented to the administration, supposing the policy 
of temporary debt to be discarded, Tlie alternative is to 
overestimate expenditure and underestimate revenue, in or- 
der that such discrepancies in the budget as may arise should 
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always lie ou tbe side of a surplus. The qaeetiou, then, r 
duces itself to tliis : Since perfect harmony in the budget can 
not be expected, do Bound rules of Unance require the error 
to fall on the side of enrplos or of deficit ? According to the 
maximg of domestic economy, a constantly-recurring surplus 
is accepted as evidence of good tinanciering ; bat it is doubt- 
ful if such maxims are applicable to national oUairs. 

There are three reasons, as it appears to me, why a coQ- 
stant deficit should be cbosea rather than a constant enrplns. 

In the first place, the moral effect of a deficit upon the 
electors as well as apon the legislators is good. The people 
will be more careful to exercise their constitutional prerogar- 
tive in the control of expenditures if the minister of finance ifl 
obliged to use the language of poverty, than if they are made 
to feel rich by the portrayal of an ever-increasing surplus ; the 
legislative body, also, will be more careful as to appropria- 
tions, if deficits stare them in tbe face, than if their deliber- 
ationa are carried on in the presence of an oversowing trcaaniy. 
There can he no more pertinent testimony to this claim than 
that presented by the history of the United States Congress 
during the last few years. RestingsecnreinthecareleesneBSof 
a people eonscions of being rich, and having at their disposal 
an enohnons revenue, our national representatives have made 
appropriations which would have caused the downfall of any 
party had those appropriations rendered necessary an appeal 
to taxes, or even a resort to temporary loans. The peace ex- 
penditure of the year ending June 30, 18C0, was 8"7,00O,OOO, 
of which ?il7,000,000 went to the service of the public debt. 
Exclnsive of the debt service, there was an expenditure of 
$60,000,000, while the gross income amounted to $31,000,- 
000. Place this budget by the side of that of 1882. At 
this latter date, the gross income amounted to §408,500,000, 
while the expenditure for ordinary purposes amounted to 
$257,500,000, leaving a surplus of $145,000,000. In this 
ordinary expenditure there is included the debt service of 
$71,000,000, which, being deducted, leaves $186,000,000 as 
the cost of the present peace establishment. It is this sum 
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vhioh comes properly into comparison with the $60,000,000 
of 1860. There thus appears an increase of §126,000,000 in 
t!ie ordinary expenditnres within a period of twenty years. 
Of conrse, the necessary expenses of tlie government have 
been somewhat extended with the increase of population. 
The necessary pensions, also, are included in this amount 
properly chargeable as a legacy of the war. But every fair 
allowance being made, there yet remains an extension of ex- 
penditure which can only be explained by the fact that the 
great problem of modem legislators has been, how to spend 
the pnblic moneys.' 

The claim that is here urged in support of deficit finan- 
ciering is especially pertinent when the machinery of taxa- 
tion is used fur other than revenue purposes, for, under such 
conditions, those interested in the maintenance of existing 
fiscal laws will show themselves very ingenious in finding 
occasions for public expenditure. It is not too much to say 
that the Arrearage Pension Acts, by means of which the 
treasury was relieved of its plethora of funds, find their 
true explanation in the desire of Congress to maintain in- 
violate the system of protective duties. This could not be 
done in the face of an ever-increasing surplus, and protec- 
tionist politicians did not dare to advocate the abolition of 
the whisky tax ; it only remained for them to spend the 
money. 

The argument maybe reduced to this statement. The 
full realization of self-government requires a delicate adjnst- 

' Tbe full itrengtb of tbis late tenilGiicy toward an eitenelon of Gipcndltuni 
if more perCectI; eipoaed U ira take into viev a longer period for compuieoa. 
Tbe following table prescDts the pertinent facta at the; appear smce the clow of 
the socoDd wai- with England. 
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ment of budgetary macliinerj', but Eurplns revenne acts u s 
weight which throws that machioery out of balaDce. Close 
estimates, even though they lead to deficitB, are essential to 
good treasury maimgement. 

But, in the second place, a deficit at the close of a year 
brings for a second time before the legislative body the ap- 
propriations of the year previous. A reviaonary study of 
all expenditures is in this manner rendered necessary, and 
this tends to fi»icure a fltrietcr control over future appropria- 
tions. The laws of many states provide for temporary loans, 
sometimes in the form of a loan from one appropriation that 
is in excess to another in which there occurs a deficit, some- 
times the government is authorized to appeal directly to tlie 
market; but in either case the action of the minister of 
finance must come up for approval or disapproval when bis 
report is presented to the legislative body. 

The third claim in favor of deficit financiering is of » 
somewhat different nature, since it brings to our notice tha 
commercial distreES which may be occasioned by odoptiiig 
the competing policy. It is a well-known principle that; th< 
value of money is inversely as its amount : and if, throng 
a constant excess of revenue over expenditure, large eaaa 
are withdrawn from circulation; or if, through any eoneid- 
enible excess in the revcnne of one year, the average amomit 
of money in the hands of the people be reduced, the country 
will suffer the inconvenience which alway attends falling 
values. It is true that market quotations will not be infla- 
cnced unless the withdrawal of money continue for some 
considerable time; but one can not on this account deny the 
pertinency of the criticism, for the evils of a contracting 
currency are felt long before they are registered in general 
prices. A good monetary system is like a strong fence about 
indnstries, and should be guarded with solicitous care, leat 
industries be thrown open to nnusual influences. In esse 
the government adopting the policy of surplus financiering 
is liable for the payment of a large debt, the ovil eonso- 
qncnces we have suggested need not necessarily follow, for 
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die rereaoe in excess of current needs might bo metl in pay- 
ment of its obligations. Such an employment of money 
would have no more inflitenco i:pou prices than when used 
in the coarse of ordinary busineaa by a corporation or by a 
private person. It ie also true tliat the government might 
deposit its surplus with banks, and in this niauncr return the 
money to circulation. Without attempting a discueeion of 
this proposal, it will be Biifficient to snggest that tlie experi- 
ence of the United States during the Jacksouian period, 
when eneh deposits were made, gives little encouragement 
that snch a plan would work to the ndvantage of the public. 
For such reasons ae these the policy of systematic deficits 
18 believed to be in more perfect harmony with sound rules 
oi finance than the policy of a continuous surplus. It ren- 
ders fiscal machinery mure sensitive to the demands of con- 
stitutional government ; ^t brings appropriations a second 
time under the scrutiny of the legislatare ; and it frees in- 
dustriee from the fears of disturbance arising from arbitrary 
flnctnations in money amount. But, if we admit the neces- 
sity of deficits, we commit ourselves to tlio defense of tem- 
porary loans ; and the only danger that lies in such a policy 
is that the temporary debts sbovild be converted into perma- 
nent obligations. Against such a tendency tlie financier should 
be ever on his gnard. 

Loans may be used to meet a Jlseal emenjeney. 

Following nut the classification already suggested, we 
come now to consider a fiscal emergency as occasion for the 
employment of public credit. A fiscal emergency may be 
Baid to have arisen when the govenimeut must not only have 
money, but needs the money at once^ in order to avert an 
impending calamity. Thus, threat of foreign invasion, or 
some nnforeseen disaster, may be the occasion of snch an 
emeigeney. Under such conditions, it is claimed that a gov- 
ernment is justified in selling bonds to secure the needed 
capital. This justification rests upon two considerations : 

1. On account of the pressing nature of the demand, the 
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adtninifitration can not wait nntil tlie proceeds of new 
swell the treasury fuod. 

2. Any measores which a government might take to pro- 
vide againfit possible emergencies are bound up with greater 
financial evils than are entailed by the loan itself. 

As regards the tardy movement of newly levied taxes, 
there can be no question. Some considerable time is r^ 
qnired for a new fiscal law to become operative, and several 
years must elapse before a new tax can reach its highest de- 
gree of efficiency. The history of direct taxation in tha 
United States serves as a good illostratioQ of this fact. The 
firet attempt to raise money in this manner was legalized by 
an act of 1798, but the treasury reports for two succeeding 
years fail to show from it any return. The JefEerson gov- 
ernment received the greater part of the revenue of which 
this tax was the source — a govei;pment, it will be remem- 
bered, that embraced the first opportunity to effect the repeal 
of the kw. 

Again, on the occasion of the war of 1S12, a direct tax 
was levied, Tliis is especially pertinent to the question in 
hand, for, in this instance, a revenue system was established 
to meet an emergency. This system, however, did not be- 
come productive until the second year after its establishment, 
and it reached its highest efficiency in 1816, after the presa- 
ure upon the treasury had passed. The entire system of 
internal duties, established during the late war, testifies to 
the same fact. It did not get fairly under way till the latter 
part of 1863. The total amount of income for the fonryi 
previous to April 1, 1865, was $314,000,000 ; bat during 
four years subsequent to this date the system of internal dnties 
brouglit into the public treasury $967,000,000. This expan- 
sion can not, as in the case of customs, be traced to an exten- 
sion of trade ; the true explanation is, that it takes time for a 
new fiscal system to become remunerative. New taxes, ther^ 
fore, can not be depended upon to meet an emergency. 

But why may not the government raise the rate upon 
existing taxes? This may be done with success providod 
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the fiscal Bjstem liae boen ebaped to prepare for gucIi a. meas- 
ure; but it is usuallj tbe cose that existiug rates are eo 
higb that aa iucrease in tbe rate will not iucreaeo revenue. 
But, should the general tarifl be below the revenue rate, it 
would jet be unwise for a government to entertain such a 
proposal to cover an emergency. All changes in rates that 
effect prices should be well advertised, othenriae the fiscal 
measures of the government will unuecessaritj disturb indus- 
trial calculations. A tax might be sprung on the merclisnte, 
so as "to catch the fall trade," but such a measure does 
not lie among the possibilities of a reputable government, j 
Our conclusion, then, seems to be unavoidable. When a ' 
great and sudden emergency comes upon tbe country, a gov- 
ernment is justified iu reeorting to public credit, so far, at! 
least, as may be necessary to cover the period intervening! 
between tbe levy of new taxes and the time at which thejj 
become remunerative. Tbe only alternative presented is' 
to make some provision in ordinary times against possible 
emergencies. This brings us to the second consideration 
Ba^;ei9ted above. 

In the financial policies of nations, there stand forth two 
lethods bj means of which a resort to loans may, for a time 

least, be obviated, even though the public treasury comes 
into the presence of immediate and pressing demands. These 
may be tenncd, for the purpose of characterization, the Pms- i 
sian and the English method. According to the former, it ifl ■ 
the dnty of the minister vi linance to lay by, during a period 
of prosperity, a reserve fund that may bo used in time of 
Deed ; while the second method endeavors to accomplish the 
same end by maintaining in ordinary times certain taxes at 
low rate, in order that the rate may be immediately in- 
id in time of financial stress. Are such provisions for 
emergencies defensible ) 

Considering, first, the question of reserves, it may be said 

t the sovereigns of Prussia, in thus maintaining a "war- 
ohest," conserve the tradition of the founders of their state. 
fTThen Frederick II came to tbe throne, he received from hia 
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father a fund of 8,700,000 thalers, and at liis death, not- 
withstandiDg the long and severe stmgglea of his reign, he 
left to his Bueceesor a fund of 70,000,000 thalers. This policy 
is the introdBction into modern life of one of the nioet proiti- 
inent features of ancient financiering. " It was the common 
practice of antiquity to make provision in times of peace for 
the Deceasitiee of war, and to hoard np treasures beforehand 
as the instrnmentB either of contiueet or of defense, without 
tmstiug to extraordinary imposts, much less to borrowing in 
times of disorder and confusion. The Athenians are said to 
have amassed npward of 10,000 talents in the interval be- 
ween tlio Persian and the Peloponnesian wars, and the Lace- 
dsemoniana imitated their example. A large treasure, part 
of which had been stored up from the age of Cyrus, fell 
the hands of Alexander the Great on the eonqnest of Sam 
and Ecbatana. In the Roman commonwealth the aurvm 
vieesimarivm, or tax of the twentieth penny on the maon- 
miaeion of slaves, was accumulated, along with various Bums 
taken from subjugated states, in the Temple of Satnni, ae 
a sacred deposit to be used only in the utmost emergency. 
On leaving Italy, I'ompey was weak enongh, or careleaa 
enongh, to leave this treasure behind him, which, in consfr- 
quence, became the prey of his less Bcnipnloua or more 
vigilant rival. At a subsequent period, Augustus, Tibcrina, 
Vespasian, and all the more able emperors, were in the habit 
of accumulating treasure. Paulus ^milius bronght a laige 
amount of gold and silver to Home, which is, however, a4-' 
mitted to have been a part only of the wealth of the Kin| 
of Maecdon. Perseus having previously dissipated a conaii 
erable portion in bis ware with the Romans. The praetioe^' 
in fact, was universal in the ancient world."' 

The conditions nnder which ancient peoples lived, asd 
their conception of tlie purpose for which states were organ- 
ized, may, perhaps, secure for this policy of war-reserves, afl 
practiced by them, some faltering words of commendation; 

' MeColloch, " Tuation and Ihr PandEng SjbWid," p. 896. 
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hut when one takes into view the wider range of duties now 
imposed npon governments, the changed methods of war- i 
fare, and especially the complexity of modem industrial re- \ 
lations, he is forced to conclude that the maintenance of this 
old theory of treasury management is without defense. Gov- 
ernments of to-day can not be guided alone by their military 
intcrestB, for the state is more than a military organization. 

Three important interests are endangered by maintaining 
any considerable war-reserve. Such a policy works against 
Belf -government ; it leads to industrial confusion; it embar- 
raseos sound financial administration. Constitutionalism op- 
poses this policy, because the possession of a large sum of 
money makes an administration independent of the people, 
and renders it possible for a government to commit the coun- 
try to a lino of action in which there is no popular interest. 
It is no answer to this criticism for one to say that a reserve 
fund can not be sufficiently large to carry an important enter- 
prise to completion, and that the government mufit at last 
make it« constitutional appeal to the people for financial sup- 
port. Control must be exoreised by the people at the begin- 
ning of an enterprise or not at all. When war has been once 
entered upon, and the first blood shed, the administration 
may use that intangible something called national honor to 
whip a reloctant people into the support of an offensive 
policy. The essence of our criticism is, that preparation of 
this sort against emergencies renders popular control over 
public policy inoperative, just at the time when it is impera- 
tive that such control should be exercised. 

So far as industries are concerned, the efEect of a reserve 
fund depends largely upon the manner in which the fund 
is accumulated, upon its management while maintained, and 
npoD the method of its expenditure when that becomes ne- 
oeaeary. If obtained through conquest, or as an indemnity 
■from a foreign country, it will not immediately afEect indus- 
itriftl activity. If during its mainten.ince it be kept iu the 
of specie, and, when invested, it be thrown upon a 
)relgii market, one can with difficulty trace its influence 
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io domestic business affairs. Or, to go one step further, if 
a specie reserve be spent at home, while a country is accom- 
modating itaelf to belligerent conditions, it may render some 
positive assistance. This is easily explained. At the oDt- 
break of a war, it is usually desirable that indTistrial activity 
should be quickened. This may be done by adding to the 
country's circulating medium, bo as to give a slight upward 
impulse to the market. The objection to securing this result 
by an issue of legal-tender paper ie, that permanent values 
would be thereby disturbed, and the ultimate effects of the 
measure would be injurious. This does not hold against an 
addition to circulation in the form of specie, for auch an in- 
crease could effect no inflation of prices. In case the conn- 
try could not absorb the additional amount of money, it 
would be drained to foreign countries through increased 
importations. There is, then, but Uttle difference between 
this method of disposing of a fund of reserved specie, and 
its direct expenditure by the government upon a foreign 
market, except that its flow through the hands of domestio 
commerce may have assisted in that reorganization of indti»> 
tries always necessary when a people enters upon a war. 

It is feared, however, that these considerations are a little 
fanciful. They assume the fund to have cost nothing, that 
it is composed of specie, and that the country loses nothing 
during a period of peace on account of the fact that the fnnd 
is idle. If it be necessary to accumulate this fund through 
taxation, the case is different from the beginning. There i« 
an old financial maxim which says that it is better for money 
to fructify in the pockets of the people than to He idle in 
the coffers of the state. As an accurate statement, this is, 
of course, open to criticism. Money will fructify in the 
pockets of the people no more than in the chest of the state. 
Money of itself will fnictify nowhere ; it has no vital princi- 
ple. It is merely a machine, an industrial instrument. Yet 
the maxim expresses a truth, for it means that capital ia lost 
to the people who tie their money up in war-reserves ; and 
the profit or increase on that capital — being the added effi- 
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eiency to labor which the posaeeeion of capital gives — ie aLso 
lost. It shows an entire misapprehension of the point to say 
that the fund may be employed by the government as applied 
capital, for, when so employed, it fails to serve the pnrpoBe 
of a reserve fund. It moat, therefore, be regarded as nnwisel 
for any government to embarrass the ioduBtries of its eub- 
jects in order to establish a useless fund. Nor is it necessaiy 
as a military measure to make such provision against emer- 
gencies. The true wai'-reserve for any people consists 
healthy state of their industries. Under such conditions 
there will always be a large fund of free capital, and a gov- 
ernment which has maintained its credit above reproach, 
entering upon a policy approved by the country at large, 
can avail itself o£ tliis fund through loans as easily and aa 
quickly as it could relieve its necessities by turning the great 
key of a war-chest. 

But, again, may this preparation for the exigencies of 
war be defended as a financial measure — does it harmonize 
with the claims of the financial interest! For answering 
this queation, we must first Icam the kind of values placed 
in the reserve fund, to what extent they are immediately 
available, and what deficits in ordinary expenditures will be 
uncovered as tlie result of their disposah These values may 
be of three sorts : specie, paper of foreign governments, and 
industrial securities. The securities, it is fair to nssnme, 
will be for the most part of domestic origin. The composi- 
tion of the reserve fund of Prussia, which in 1876 amounted 
to 1111,000,000, was as follows : It embraced ^30,000,000 in 
epecie, $16,000,000 in foreign interest-bearing paper, and 
$65,500,000 in railroad securities. Now to the extent of the 
metallic reserve the government certainly has an available 
fund, and, as it bears no inf^rest, and so can liave no service 
depending on it, its application at the outbreak of war would 
create no deficit in ordinary expenditures; but so enormous 
are the financial demands in modem warfare, that nothing 
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juet large enoogh to set an enterprise on foot, and comnuC 
the people to some policy in which they may have no inter-' 
est. It is futile to talk of collecting enough specie in time 
of peace to evade the burden of taxes when an outbreak 
shall occar. The miuieter of tinance should, of all men, be 
the most etrenuons against such a measure, for, by the collec- 
tion of this fund, capital is unnecessarily exported in order 
to recover, for the purpose of circulation, eo much specJo 
as the government had taken up ; industries are thereby 
weakened, and the country is thus rendered less able to bear 
the stress of a strong financial policy than if it Iiad been left 
onencnmbored by the tax. 

But the full absurdity of this policy appears only when 
one considers the fund as composed of interest-bearing Bft- 
curitics ; for a slight analysis will show that, as a matter of 
fact, BO far as industries, taxes, and general financial manage- 
ment are concerned, there is no difference between a sale of 
these secoriiues and the placement of new bonds. In tba 
first place, the 60Hrce from which the government draws its 
capital would in either case be the same. The securities 
placed upon the market must be absorbed by the country's 
fund of free capital ; that is to say, by the same fund to 
which appeal would be made through an issue of new 
bonds. Whatever industrial consequences, therefore, would 
follow the direct borrowing of a certain amount of capital, 
niust make their appearance when an equal amount of capi- 
tal is diverted from ite accustomed line of investment by 
the sale of securities. Nor, in the second place, will the 
sale of interest-bearing securities obviate the necessity of 
levying new taxes. It will probably be the case that the in- 
come arising from tliis fund constitutes a permanent appro- 
priation for the support of some peace service, as, for examr 
pie, pensions, military schools, invalid fnnds, sailors' homes, 
and the like. Such demands do not cease because the conn- 
try has entered upon a war, yet the ordinary revenue devoted 
to their support is cut off by the depletion of the war-ehest 
The government is under the necessity of making good this 
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deficit in its ordinary income. What, then, is the difforence 
whether taxes are levied for this purpose or for pajing intei^ 
eat npon newly-created bonds ? The only financial question 
involved has to do with the nioet economical method of 
employing the proceeds of these new taxes — whetiier their 
sale in the form of an annuity will bring a larger amonnt 
of ready cash than the sale of Becurities lield. Fur such a 
qnostion there can, of course, be no general answer, but the 
probability is that strong govenmients, enjoying the reputa- 
tion of honest dealings, will find it to their advantage to 
place new bonds. 

It seems, then, proper to conclude that, when an emer^ 
gency arises, the financial problem is not at all simplified by 
the possession of a large fund of negotiable securities. In- 
deed, in one particular is this problem rendered more diffl- 
cidt. New taxes never work well, unless the people who 
pay them feel their necessity. The friction occasioned by 
complaint is a serious matter to the tax-collector. Now, if 
the administration start with an empty treasury and borrow 
money, there can be no question in the popular mind respect- 
ing the necessity of the taxes, if only the purpose of the 
government be approved. The need of additional revenue 
is the same in the other case, but this will not be clearly 
Been if it be known that the government has a war-chest; 
and, in consequence, the nowly-levicd taxes will have greater 
obetaclee to overcome. Thus not only are the industries of 
the country leas able to bear taxes than if no capital had been 
unnecessanly taken during times of peace, but an appeal to 
those industries for revenue is rendered unnecessarily diiH- 
colt by the presence of a war-chest. 

The criticisms here presented would in part disappear 
should the reserve fund be composed of values tliat could be 
quickly disposed of upon foreign markets ; that is to say, so 
mach of the criticism as arises from the fact that the sale of 
soonrities at home depletes the fund of which the financier 
desires to avail himself by other means. It is probably true 
that, by sending bonds back to the people from whom they 
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originally came, a government may realize more than if it 
endeavored to place ite own paper npon the same foreign I 
market ; for, other things being eqnal, government paper i 
always highest upon the market where it is iseued. Snch ft ] 
consideration, however, extends no further than to snggeet I 
the sort of paper that should be employed if a government | 
has determined to establish a war-reserve. 

But it may be said that preparation for war in time of I 
peace does away with the necessity of paying a debt when J 
war shall have been brought to a close. In so far as extrsor- I 
dinary expenditures may be paid out of the war-chest, tliiB j 
is true; but it is not a final statement of the case. The J 
question under discussion holds in view the advisability of J 
war-reserves as a permanent policy, and if the reserve fund , 
is for any cause depleted, the maintenance of the policy r&- I 
quires it to be again filled when the emergency shall have | 
passed. There is, therefore, no difference, so far as the ahi- 
mate burden upon the people is concerned, whether the ex- 
traordinary expenditure bo borne by the reserve or be met 
by an appeal to credit ; in either case, a necessity is imposed 
upon the government of levying special taxes in order to 
recover its ante-bellum financial position. It is the most . 
superficial of all thoughts that a war-cliest obviates the necea- ] 
sity of war taxoa. 

But again it may be asked : V^hy can not tliia fand, bo 
far as it is composed of interest-bearing securities, be made 
to accumulate independently of taxes, by applying its annual 
earnings to the purchase of new secoritiesi It would, I 
think, be difficult to frame a question that suggests a lai^cr 
number of financial errors than this; but for our present 
purpose it will be sufficient to call attention to its funda- 
mental misconception. The question implies that the state 
possesses an interest independent of the interest of the peo- 
ple. This is not tnie. The state has no purpose in becom- 
ing a wealthy corporation. The iirst nile laid down by the 
science of finance is, that the demands of the government 
for money shall never exceed the amount necessary to pep- i 
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fonn with economy those duties imposed npon it. Shonld a 
government, however, posseeB a productive fund, the proceeds 
of wtiich might be appropriated to necessary expenditures, 
but, instead of so using it, permit the fund to compound 
out of its own earnings, while other services are supported 
through taxation, the practical result wouhl be ihe same as 
though the fund grew from the proceeds of taxes. The very 
assumption is erroneous upon wLicIi the question is based, 
and all that was said above respecting the establishTuent of 
a reserve fund by taxation applies equally to its accumulation 
by compound purchases. 

"We can not, then, in view of all that has been said, evado 
the conclusion that war-reserves are contrary to sound finan- 
cial policy among commercial peoples. The true war-chest 
is a healthy state of industries, and the key for opening this 
chest is unblemished credit If there is no other means of 
providing against unforeseen eniergenciee, a sudden and im- 
perative demand upon the public treasury must be accepted 
as ample defense for the employment of public credit. 

But what may be said of the English method of provid- 
ing against an emergency I In theory this method, which 
maintains some particular tax at a low rate in ordinary times, 
satisfies all the varying demands of a sound financial policy. 
It recognizes that industries should he freed so far as possible 
from all restraints ; that a new tax can not be immediately 
productive ; and that arbitrary modifications of existing taxes 
most endanger continuous revenue. It must be admitted 
that the method here considered, and which we have termed 
the English method, is found in boolts rather than in prae- 
dce, for it has never been followed with that strictness which 
gives it the sanction of a well-defined custom. As presented 
in the course of discussions, it is as follows : The machinery 
for collecting the income tax, it is urged, should be always 
kept in good working order, and the amonut collected in 
times of peace should be small. "With such a provision a 
fiscal emergency may be met by simply raising the rate. 
That is to say, this poHcj establishes a war-chest whose funds 
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are deposited with the people, and a&signs a. particnlar tax 
to serve as its key. 

In illustration of the manner in which the income tax is 
used, wo niay refer to Mr. Gladstone's administration of it 
daring the Crimean war. In 1853 this tax was 7c?, in the 
pound on incomes of £150 and upward. In 1S53 incomes 
between £100 and £150 were brought under the operation 
of the tax at the rate of 5cL in the pound, and the tai 
was extended to Ireland. In 1354 this tax was doubled to 
make headway against war expenses ; and in 1865 the rate 
was again raised to \s. id. and Is. lid. in the ponod, re- 
Bpectively, for the two grades of incomes. This rate waa 
retained through the year 1S5(}, bnt in 1857 and 1858 the 
tax was reduced, so that it finally stood at 5(7. in the poand 
for all incomes above £100. It should be said, in this con- 
nection, that Mr. Gladstone desired to carry through the 
Crimean war witliout an appeal to loans. This he did not 
succeed in doing, but be did succeed, by his management of 
the income tax, in relieving to a great degree the credit of 
the country.' 

There can be no doubt but this method of preparing for 
war in time of peace is superior in every partieidar to the 
policy of establishing a war-chest ; but it is by no means cer- 
tain that, in a well-ordered financial system, the income tax 
may not be put to better use. If any particular tax must 
be subjected to sudden and unexpected changes in the ratea 
imposed, it is wise to select the tax npon incomes for that 
purpose, for personal consumption will alone be afEected by 
the change. According to my own views, however, this tax 
iB an essential part of a well- formulated financial system, and 
should be regarded as a source of permanent revenue. We 
are then led to inquire if no other method of providing 
against sudden emergencies may be devised. The only 
method coming into competition with this, regarded by finan- 

' The principles underljing this poticj vera recognized b; Alrxnnder H»m11> 
ton, and this expluni bit deaire lo cetabllsh Intenutl duties. He cle&rlj per- 1 
ceived thai impurt duties could not be relied upon In time of war. 
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ciers as worthy of consideration, is the one that looks for relief 
in the employment of temporary loans. It lies in the par- 
pose of iMa poliuy to eatablieh a. system of taxation so broad 
that it may furnish adequate supplies for ordinary demands 
while yet the rate imposed shall be below the majcimnm rate. 
In case of fiscal emergency, tbia rate must be gradually raised, 
but the stress of the tirst demand may be met by temporary 
loans. The details of this policy are fully presented in a sub- 
eeqnent chapter upon the financial management of a war. 

Our study, then, respecting exigency loans leads ns to 
scqniese in their necessity, since it appears that any adequate 
preparation on the pait of the state against sudden demands I 
is leas defensible than a resort to credit at the time the de- 
mands ehall arise. The best preparation for war is the crea- 
tion of a large fund of free capital in the community, and 
the most economical means for the government to sccnre 1 
control over this fund, upon the advent of an emergency, is 
throngh the placement of public bouda. "We may, therefore, 
deliberately, and after due consideration, adopt the policy of 
public debta as an essential part of a good financial adminia- 
tration. It is true that dangerous tendencies are bound up 
in deficit financiering. A highly organized mechanism 
always brings with it the possibility of disaster. A national 
debt ifl a national evil. But he would be rash indeed who, 
for such a reason, would close this source of revenue, for 
auch a decision must entail yet greater evils by forcing gov- 
ernments to adopt other and more injurious methods of 
BecarJng money. 

Loans may be used to siij^ly the Jtacal demands arising 
from jmUic works. 
It remains yet to consider another plea for the employ- 
ment of public credit. The necessity of loans arises, in the 
third place, from a determination on the part of the govern- 
ment to enter upon some great work of public improvement. 
One may say that this plea has no interest for the people of 
the United States, because neither tie Federal Government 
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nor the governments of the various Statea are in the hahif of 
undertaking enterprises of Euch mognitade thut loans are 
fonnd desirable. It is trae that the policy with which the 
people of this conntry are f amihar differs somewhat from that 
followed bj continental governments. In France and Ger- 
manj it is regarded as part of the proper functions of gov- 
ernment to pronde those public improvements in which all 
subjects are alike interested. Still, it is a superficial view 
of prevalent tendencies to conclude that this question is of 
no importance to American readers. For, in the first place, 
the <jDery is sore to arise, sooner or later, if the States were 
justified in abandoning to private corporations that direct 
control over internal commerce which they once posseeeed. 
The advisability of constitntional limitations which exdade 
the States as sovereign corporations from the administration 
of internal improvements is by no means a settled qticstiou. 
But, in the second place, the defense which is here urged 
for public borrowing is of paramount importance when one 
tuma his attention to local financiering. The crowding of 
our cities brings ever more prominently into view the neceft- 
sity of adequate provision for sanitary regulations, for educa- 
tion, for street transportation, and the like. It is not safe 
to leave these matters in the hands of private corporations, 
and, so far as the local authorities are obliged to take them 
np, the functions of the local treasury must be extended. 
People are coming to admit, for example, that private gas 
companies are a fraud ; that their corrupt management ex- 
ceeds the corruption of city officials. They are coming to: 
see that a corporation which enjoys a monopoly in the sup- 
ply of any neeeasary of .life, and places its chai-ges above the 
cost of rendering the service, is guilty of a breach of public 
trust. Now, it is but a step from the recognition of this fact 
to the conclusion that the public interest demands an esten- 
sion rather than a curtailment of municipal functions, and 
that the problems presented by dense populations are to be 
solved by attending to the science of government, rather than 
by denying to municipal authorities a right to perform those 
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functions which commOD iaterest demands. This means that 
citiefl may properly consider the advisability of entering npon 
ecbemeB of internal improvement. One may not, therefore, 
Bay that this argument in favor of deficit financiering has no 
pertinency for American readers. 

Suppose a government, of any grade whatever, becomes 
convinced that an extensive system of pnblic improvements 
is a necessity, does it thereby decide in favor of creating a 
pnblic debt t This question can not be answered until we 
have learned what other methods of securing the required 
capital are open to the administration. The real point of 
inquiry is this : Whether the enterprises determined upon 
can be as economically carried through by any other means 
as by the placement of improvement bonds. 

The necessity of a debt might be obviated were it possi- 
ble to proceed slowly with the work, expending as much 
each year as the ordinary revenue allows, and, that amount 
being exhausted, to stop all work until additional funds 
accumulate. There, indeed, are some sorta of iraprovementa 
to which this method of procedure wonld not be detrimental, 
but no engineer could for a moment defend it as a general 
rule. Most undertakings will not bear delay without dam- 
age to that part of the work already done. Thus, a house 
half built, and left to stand the exposure of a hard winter, 
will require a month's work in the spring to repair weather 
damages. The same is true, only in a more marked degree, 
of dock-building, dredging, the making of levees, canals, or 
railroads. Indeed, there are few exceptions to the statement 
that continued application of new capital is needed to save 
the capital already applied ; from which it follows that 
small annual appropriations, for the purpose of carrying 
through a great undertaking, come under the severe con- 
demnation of engineering rules. It is essential that suffi- 
cient control over capital should be secured at the beginning 
to insure the completion of the work without interruption. 

Again, the government might levy and collect an extraor- 
dinary tax, equal to the estimated cost of the entire enter- 



prise ; this would satisfy the demand of the engineer, and at 
tbe Bame time obviate the necessity of an appeal to pnblio 
credit. The chief objection to this plan lies in the fact that 
it diaregarda certain well-established principles of taxation. 
It contravenes the fundamental rule of finance that a revenae 
system should bo stable. Taxes are a most important ele- 
ment in what may be termed the industrial environment, 
and for that reason should not be subjected to sudden and 
arbitrary changes. Snch changes introduce unnecessary dia- 
torbances into business relations, and prove a benefit to 
s epecnlators only, whose gains are alwaj-s dishonest. It makes 
no difference whether rates go up or down, in either case 
the modification of usual relations introduces unreliable fac- 
tors into business calculations. For this reason a loan which 
may be repaid during a series of years is much more eco- 
nomical tban a single tax to the entire amount demanded. 
The justification of a loan, also, under the conditions afr 
Bumed, is the same for a state as for an individual. It is 
more convenient to pay by installments tb,in to make head- 
way against large espeuditurea by a single tax; for a great 
expenditure met within the year entails upon the comma- 
nity not only the burden of the payment, but tbe unnecessary 
burden of disturbance and inconvenience. The same princi- 
ple that leads men of ordinary means to approve of loan and 
builJiug associations, commends tlic borrowing system to tba 
best interests of an industrial community. 

It may be further remarked that the avoidance of a loan 
by means of the levy of an excessive tax is apparent rather 
than real, for, with the exception of a small amount that 
may be met by saving in personal expenditures, this tax 
must in the first instance be paid out of employed capital 
But employed capital can not be reduced without decreasing 
the output, and in consequence the ultimate result will be 
that each industrial manager will borrow again sufficient 
capital to cover the deficit occasioned by the payment of hie 
tax. In tracing out the consequences of this measure, it must 
not be overlooked tliat the general demand in the comma- 



I 



WHEN MAT STATES BORKOW MONEY t 



99 



nity for ordinary goods is not doereaBed in any marted de- 
gree by the action of tlie government; hence industries 
must keep np to their normal degree of intensity. It thus 
appears that this excessive and nnuEtial tax has caused the 
creation of a debt in the community equal to part if not all 
of the sum collected by the state. Tliis method, therefore, 
of avoiding the incumbrance of obligations, resting ulti- 
mately upon the industries of the country, does not accom- 
plish that which is claimed for it. In the cose of a public 
loan, there is a single debtor — the governjnent — and a thou- 
sand creditors who were previously owners of free capital ; i 
in the case of a tax, there are a thousand debtors — those who , 
paid the tax out of their employed capital — and the same i 
creditors aa before. It thus appears that the financial ques- I 
tion involved pertains to the form of a debt which must in 
any instance be created, and reduces itself to this : Can the 
administration procure capital upou easier tenns tlian a pri- 
vate corporation ? Now it is well known that, in the absence 
of any unusual and peculiar influences, the credit of a state 
stands higher than the credit of private corporations within 
the state. There are many instances in which this relation 
is reversed, but the statement is a general truth ; and, if all 
governing bodies would be honest in their dealings and fol- 
low strict rules of finance, it would become a universal 
trnth. We are then forced to concede that the capital neces- 
sary to carry on any great public work may be more eco- 
nomically procured through loans than by means of a single 
tax. 

The foregoing discussion leads us to recognize that public 
credit may be advantageously employed to cover running 

I deficits, to assist in meeting sudden and unforeseen emergen- 
cies, and to provide revenue for carrying on public improve- 
ments. It has, however, made no distinction between the 
sovereign and the corporate duties imposed upon govern- 
ments, nor has it attempted to classify debts according to the 
nature of the service for which they are created. Such a 

I distinction is neceseaiy for further analysis, because a gov- 
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ernment aWnys finds that its rules for adtniniBtration are 
shaped by the duties it is called upon to perform. When, 
for example, the Bnbjecta of a staf* must lie protected from 
foreign invaflion, the government exercisea functions essen- 
tially sovereign, and the principles to which all its decieions 
shonld conform are of a sovereign character. The Depart- 
ment of Treasury, like the Department of War, feels the 
imperative character of the situation, and freely adopts 
methods of coercion which, tinder ordinary circumstancea, 
could not be defended. It follows from this that the rules 
for the administration of a war-debt are shaped, in a large 
degree, by the attitude of sovereignty which the financier is 
obliged to assume. 

On the other hand, a debt contracted for some industrial 
purpose does not so manifestly rest upon the exercise of sov- 
ereign power. In this case the activity of the state is more 
nearly akin to that of a private corporation, and the rules to 
which it shonld conform are in some degree rules of corporate 
management. It is true that public bonds always rest on the 
power to tax, and that this power is cseentially a sovereign 
power, so tbat, whether a debt be contracted for the purpose 
of war or for pnblio improvements, it must be the act of a 
body exercising sovereign powers. It is also admitted that 
there are ditBcultios in maintaining this distinction. But, 
notwithstanding these concessions, it is yet believed tbat a 
failure to notice the various purposes for which debts are 
created, and the modification in the rules of management 
thus imposed, is responsible for much of that confusion ob- 
served in the administration of public treasuries. It is for 
tbis reason that I have thougbt best to accept the distinction 
here suggested as the basis of classification for further study. 
In the chapters that immediately follow, making up Part 11 
of this essay, will bo undertaken a discussion of those tcch- 
nioal qncEtiouH that arise in connection with ^National Defidt 
Financiering, the expression being used in the American 
rather than in the European sense. In contrast with this, 
Part III will be devoted to a consideration of the exenaae of 
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the power to make loans for corporate rather than sovereign 
purposes, and will embrace a discussion of Local Deficit 
Financiering. This part will include a study of the manage- 
ment of public debts by the States and by the minor civil 
divisions. 
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PART II. 

M'ATIOIfAL DEFICIT FIKAlS'OrEHrN'G. 



I 



FraANClAL MANAGEMENT OP A WAH. 

The prosecution of a war of Bucb magnitude as to call 
for large espenditnre of money, imposes upon the miniBter 
of finance the duty of adopting a policy for the management 
of the public treasury. Under modern industrial condilione, 
however, his choice is quite restricted, for there are but three 
proposals which it is worth his while to consider. These 
proposals are as follows : 

1. The entire war expenditure may be drawn from newly- 
levied faxes. In the administration of this policy the only 
loans required are loans in anticipation of tax receipts, in 
order to cover the demands upon the treasury during the 
period in which the new revenue system is becoming opera^ 
tive. 

2. The entire expenditure of the war may be met from 
the proceeds of loans. In this ease there is a call for new 
taxes eqnal to tite interest npon the lonns contracted. Some- 
times even interest payments are met by selling new bonds, 
tat this is BO manifestly at variance with sound rules of 
finance that it need not be considered. 

3. The extraordinary expenditure entailed by the war 
may gome from a reasonable union of tlieae two sources of 

svenue — loans and taxes. The important questifm pre- 



106 NATIONAL DEFICIT FISANCrEELN-G. 

8ented by thiB policy pertains, of course, to tlie nature of the 
union proposed, and to the ratio of proceeds by loans to pro- 
ceeds from taxee ; and it ia further ncceaBary to inquire if 
I this ratio is the same for all stages of the war. 

It must be remembered throngliout tlie investigation, in 
this manner laid before us, that our problem haB primarily 
to do with extraordinary expenditure — that is to say, with 
expenditure over and above the demands of peace. Nor 
does thia properly present the extent of the treasury problem. 
It is more than likely that some of the ordinary sources of 
revenue will be cut off by a state of war, so that new ways 
of secnring money must be opened to cover the deficits in 
permanent demands. An adequate financial policy, there- 
fore, must ho more than sufficient to make headway ogaiiuit' 
war expenditures. 

Shall the entire extraordinari/ expenditure entailed try a 
war he met hy tn exercise of tlie taxing power f 

This question brings us at once into the presence of a 
chum respecting which there is grcatjliveraity of opinion. 
There are those who assume, without proof or arguraait, that 
a people engaged in an exhaustive conflict aro unable to bear 
any marked increase in taxation so long as the conflict Ehall 
continue. There are others who, stopping short of this ex- 
treme claim, yet urge it as highly desirable that the burden 
of a war should be distributed over several generations. 
From such premises the adoption of the loan policy most 
logically follow. As opposed to such opinions, there are 
writers of respectability and standing in finance who deny 
the inabihty of a people to meet within the year all neces- 
sary expenditures, and who refuse assent to the time-honored 
argument that by a loan the burden of a war may be dis- 
tributed. Such writers claim that the generation engaged 
in the contest must bear the bnrdon of its expense ; that this 
burden can in no manner be bequeathed; but' that, if the 
war entail a debt npon the following generations, its burden 
is bomitwice — once by the fathers who furnished the capital 
that was destroyed, and once by the sons who fnnished the 
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money to expunge the debt. Although this latter conception 
of war expenditure does not appear to nte to be quite accu- 
rate, it is yet based upon the manifeet truth tliat each gen- ' 
eratjon muBt anbeist upon the product of its own industry, f/ 
No father can eat the potatoee to be hoed by an onbora eon, 
nor can an army live on bread to be delivered, at the option I 
of the baker, between ten and forty years from the date of 
the contract. It is thus the production of the past and the I 
present, and not that of the present and the fatare, which ' 
furnishes the required capital for a war. 

Such a statement of trnisms, however, is no final argu- 
ment in favor of the taxing policy, nor does it meet fairly 
the claim of those who say that by means of loans the burden 
of a conflict may in part be thrown upon posterity. The^ 
who claim that war expenditure should be entirely met from ^ 
the proceeds of taxes fail to recognize two very important 
facte. In the first place, they fail to nnderstand the differ- 
ence between capital expended in a war and the burden en- 
tailed npon the citizens of a country by & war. The con- 
sumption of capital may or may not ^ve rise to the con- 
sciousness of extraordinary expenditure on the part of the 
state, according ss it does or does not effect involontaiy 
privation. The real burden of a war consists in tlie fact that ' 
men are deprived of property without the compensation of 
hope. In the ^cond pl ace — and here lies the kernel of the 
argnment — they fail to perceive that the most important 
&ctor for the financier is not the material but the psycho- 
logical factor. It stands as a first principle in an adequate 
war policy that, however great may be the demand for a car^ 
rent year, it should be met in snch a manner that the source 
from which supply is drawn may never be exlinusted. The 
appeal of the financier to the industrial producers should bo 
made in snch alluring language that, while continually giving 
of their product to the state, their energy will never be slack- 
ened. The fund of current product, from which all revenue 
le drawn, should be as unfailing as the widow's cruse of oil. 

It may appear at first glance that the realization of this 
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principle in actual treasury management is impoeeible ; but 
it is perf ectlx ieaeiti 1 e, provided only a proper financial policy 
, be adopted. It is an error to snppose that cnrrent consninp- 
\ tion in time of war ia largely increased over average conr 
Bamption in time of peace. (^ Public consumption may be 
\ greater, but private expenditnre is curtailed,^ Unless mer- 
cenariee are brought from abroad, uo more of the neceeeariea 
of life are required than before the mobilization of the army, 
and on the average such as are consumed will be of no better 
quality. To balance the increase of capital required for the 
manufacture of arms, powder, ships, and the like, there ia a 
decrease in the rapidity with which capital is invested in 
forms adapted to peace employments. It is, however, neces- 
sary to notice that average production can only be maintained 
— -iby unusual exertion on the part of non-belligerents, for the 
franks of peace workers will have been depleted by enlist- 
j ments in the army. This caU for increased activity is, in 
reality, the first tax sustained by those who continue to fol- 
low the common pursuits of life. But this tax need not be 
the occasion of solicitude, for common habit may be relied 
upon to tide over this first draft of men from the induetml 
ranks. A farmer who, with three sons, baa been accustomed 
to cultivate a section of land, will not permit a hundred and 
sixty acres to lie fallow because one of his sons has joined the 
army." It is a truth of quite general applioatiou that men are 
disinclined to fall below a standard once achieved ; and it if' 
upon the principle of human nature which this truth dis> 
closes that the financier may rely for tlie maintenance oi 
average production, notwithstinding the reduction in labor- 
ing force. 

The real question that confronts the financier ia the i<A* 

lowing : Can he expect this increased activity will be main*' 

( tained if, in addition to the labor-tax, he levy a money-tax 

/ leqnal to the entire expense of supporting the army? To 

\. answer this question in the negative is not to deny whatever 

^ is true in the claim that tassa. tend to qnipVen prodnctj"". 

A tax levied for that purpose must gradually and persistently, 
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and throngh a long eerics of years, raise the rate which it 
imposes; the desired result would not follow should indus- 
tries be subjected without warning to excessive charges. For 
example, ifl it reasonable to believe that the industry of the 
Xortliem States would have been rendered more ioteoee if the 
total expenditure of 1803 had been met by taxation? The 
expenditure of that year was equal to one quarter of the total 
national product, while the extraordinary war expenditure 
■was equal to one fifth of such product. Assuming that newly 
levied taxes might have secured the money for 1862, can one 
suppose that the year 1865, when war expenditure amouiited 
to twenty-seven per cent of gross product, would have fur- 
nished an adequate amount of disposable capital ) No one 
who understands the psychology of taxation can for a mo-', 
ment admit such a claim. A tax so excessive in amount, 
precipitated without warning upon established industries, 
would have encroached upon working profit, weakened the 
incentive to labor, broken the mainspring of activity, and 
destroyed the mechanism of production. It would, therefore, 
have disregarded the first principle of treasury management, 
r it would have dried up the source from which all revenue 
!. An adequate pohcy for the conduct of a war 
t be able to carry a people through to the end, and not 
e them to the danger of a stranded treasury in the midst 
of conflict. 

If, on the other hand, a p art jj f^the. extraordinary ei- _ 
penditure should be met by an appeal to credit, the loan* 
vould be largL'ly absorbed by -free capital. This would cause 
no derangement of existing industries, and the saving in this 
manner secured would be voluntary saving. The idea of 
lose would not attend the payment of capital to the state, but 
rather the thought of establishing a permanent income would 
iodnce to renewed activity. The administration, therefore, 
would run no risk of exhausting the fund from which future 
revenue might be secured, for it would be continuously re- 
plenished by willing bands. It is altogether by the mark to 
aay that loans must in the end be piud from the proceeds of 
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taxes, and that, in consequence, tlie advantage of an appeal 

to credit is apparent ratber tlian real. The question is, 

whether the desire to avoid taxes in the fatnre will induce 

men to suffer the burden of present payments. ■ If they 

truthfully declare snch willingness, there can be no necessity 

^*)f resorting to credit. But if, as an analysis of character 

J declares, the potency of motives is inversely as the remote- 

/InesB of interests concerned, this abstract truth, that taxes 

/ / most finally equal the sums borrowed, can not be relied upon 

I to induce men to practice self-restraint in conaamption, or to 

undergo severe toil in production. It is such considerations 

ias these that lead us" to regard the taxing policy as inadequate 

to the demand of an exhaustive war. 

JShaU the extraordinary expenditure imposed hy a war he 
oov&red entirely hy the proceeds of loans f 

The policy wliich is here brought to view has been » 
favorite one with many financiers. The general claim in 
its favor is that, while a people are engaged in war, their 
industries should be freed from all unnecessary incumbrances, 
in order that they may supply the "extra product" which 
the " extra consumption of the government " demands. The 
conclusion of snch reasoning is that, while a war lasts, no 
new taxes should be imposed. 

It has been already observed, in the foregoing discussion, 
that the conception here presented is erroneous. The con- 
sumption of a people engaged in war is not greatly in excess 
y*of peace consumption. It may, if necessary, be brought 
yidown to less than peace consumption. An adequate fiuan- 
/ cial policy demands only that average production should be 
mdntaiued. It is true that average production calls for 
more intense application on the part of non-belligerents, but, 
if business men are not discouraged by an erroneous financial 
policy, the industrial habits of the people may be relied upon 
to attain this end. Indeed, the administration may reason- 
ably hope that a certain amount of taxes will be willingly 
paid, in addition to what was termed above the labor4ax. 
(JThe motive or force which the financier must call into pUy 
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to secure bo desirable an end is patriotism, €l' the purpose ' 
of the govemraent be fully appreciated and approved, a free ■ 
people will gladly undergo estensive saerifieeB in order to 
carry oat an adopted policy. It is a recognized fact that self- 
governing peoples are stronger for tax purposes than the sub- 
jects of a monarchical state, for their will lies more closely 
to the heart of the state. But the adniinist ration of a self- 
governing people should never undertake a war in favor of 
which there is no strong sentiment. As things go, then, in 
democratic countries, it does not appear that loans to the full 
extent of extr.iordinary demands are neceesary, and there is 
no question as to the superiority of taxes over loans when 
their use will not curtail industrial energy. The measure of v 
this first money-tax should be the popular euthosiasm ioT/ 
the war. 

What, however, is tlie specific argument against the policy 
of securing the entire war revenue from loans t Many con- 
siderations might be presented showing the dangers that 
beset this method of finaocieriug, but a study of certain at- 
tempted realizations of it may, perhaps, disclose its inade- 
quacy the most clearly. There are very few casea in which 
a strn^le of any magnitude, testing at all a people's financial 
resources, has been carried to a successful issue on the basis of 
a loan policy ; while there are many instances of an abandon- 
ment of this policy during the progress of a war, which itself 
must be accepted as confession of failure. Twice in the his- 
tory of our own country has this fatal overconfidence in the 
snffideney of pnblic credit brought a rich and energetic peo- 
ple to feel the stress of money demands, and to experience 
the evils of ruinous and expensive methods of treasury con- 
troL It is not true that the actual failure of any policy 
proves the impossibility of its success ; but it is true that a 
careful study of several failures will permit one to decide 
whether continued ill-success is due to inadequate manage- 
ment or to erroneous principles in the policy itself. Under- 
Btanding, then, the limitations rightfully placed upon all 
arguments from history, let ns turn our attention to the 
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financial conduct of tho two great wars id which the United 
States has been enga^— that of 1812 and tliat of 1861^ 

The financial policy which was adopted for the condnct 
of the war of ldl2 finds its first statement in the treasniy 
report of 1807. This haa been called the war-report of 
Albert Gallatin. The reason why so astute a politician forced 
this question tliua early upon the attention of Congress may 
not, perhaps, with clearness be determiued ; it is snfficient 
for onr present purpose to notice the fact. The financial 
condition of the treasuiy at tiiis time was as follows: The 
permanent revenne of the country was ostimated at $14,500,- 
000, while the permanent expenditure for peace purposes 
was estimated at Jl 1,600,000. In this expenditure, howerer, 
there was included an annual payment on account of the 
debt - service of J8,000,000, which would be reduced to 
$3,400,000 after 180S, beeanse of the inability of the gov- 
ernment to proceed as rapidly as heretofore in the ezpuoge- 
ment of the debt. Taking this into the acconnt, the perma- 
nent expenditures on a peace basis could not exceed $7,000,' 
000, and this would provide a permanent annual snrphis 
$7,500,000 

It was in the presence of such financial prospects th»t 
the Secretary spoke his views on the proper method of treaa- 
ury administration in the event of a commercial war. His 
plan may be the best presented in his own words, which 
as follows : 

That the revenue of the United States will, in sabseqnent 
years, be considerably impaired by a war, neither can or ought 
to be concealed. It is, on the contrary, necessary, in order to 
prepare for the crisis, to take an early view of the subject, and 
to examine the resources which should be selected for eapplying 
the deficiency and defraying the extraordinary expenses. 

There are no data from which the exteot of the defalca- 
tion can at this moment be calculated, or even estimated. It 
will be sufficient to state — 1. That it appears necessary to pro- 
vide a revenue at least equal to the annual expenses on a peace 
establishment, the interest of the existing debt, and the mter- 
est on the loans which may be raised. 2. That those expenses, 
together with the interest of the debt, will, after the year 1808, 
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amonnt to a sum less than 17,000,000 ; and, therefore, if the 
present revenne of $14,500,000 ahaU not be diminished more 
tban one half by a war, it will still be adequate to that object, 
leaving only the interest of war-toans to be provided for. 

Whether taxes should be raised to a greater amount, or 
loans be altogether relied on for defraying the expenses of the 
war, is the next subject of consideration. 

Taxes are paid by the great mass of the citizens, and im- 
mediately affect almost every individual in the community. 
Loans are supplied by capitals previously supplied by a few 
individuals. In a country where the resources of the ladivid- 
uals are not generally and materially affected by the war, it is 
practicable and wise to raise by taxes the greater part, at least, 
of the annual supplies. The credit of a nation may ^so, from 
various circumstances, be at times so far impaired as to leave 
no resource but taxation. In both respects the situation of the 
United States is totally dissimilar. 

There Is no question but that the Secretary here expresses 
foil coofidence in the adequacy of the loan policy to meet 
the financial stress of a war. It is true that he Buggeete the 
levy of certain new taxes, but their purpose is *' to provide 
for the interest of war-loans, and to cover deficieuciee in case 
the existing revenue should fall below seven millions of dol- 
lars." He does not contemplate taxation as a means of de- 
fraying war expenditure. 

A clearer statement of this policy is to be found in the 
report of 1808 ; 

Ko internal taxes [says the Secretary J, either direct or in- 
direct, are therefore contemplated, even m the case of hos- 
tilities carried against the two great belligerent powers. 

And the report of 1809 comes back again to the same 
thought : 

Loans reimbursable by installments, at fixed periods, after 
the return of peace, mnst constitute the principal resources for 
defraying the extraordinary expenses of the war. 

So far, then, there can be no question as to Mr. Galla- 
tin's Tiews respecting the financial conduct of a war; but 
the impression has somehow arisen tbat the events of the 
years 1810 and 1811 caused him to modify the opinions 
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which he Lad previonsly expresBed, and to urge Dpon Con- 
gress the adoption of taxes to a degree wholly at variance 
with hia original plan.' There is, however, no evidence 
which warrants one in the belief that the Secretary had aban- 
doned the tlieory of loan financiering; bnt, on the other 
hand, in a letter of January, 10, 1812, addressed to the 
chairman of the Committee of Ways and Means, there may 
be fonnd a restatement of the loan policy, perfect in every 
essential particular. It is true that the committee was recom- 
mended to mge the establishment of both direct and indirect 
taxes, but this was dae to the fact that customs revenue 
had fallen below the estimates of peace demands. Tbeea 
taxes, therefore, could not with propriety be termed " war- 
taxes," since their proceeds were to be devoted to cover peace 
expenditure- 
It may be proper to repeat [wrote Mr. Gallatin] that bo 
long as the public credit is preserved and a sufficient revenue 
is provided, no doubts are entertained of the possibility of pro- 
curing, on loan, the sums wanted to defray the extraordinapy 
expenses of a war, and tbat the apprehensions expressed relate 
solely to the terms of the loans, to the rate of interest at which 
they can be obtained.' 

Again, in another place, he says ; '* In proportion as the 
ability to borrow is diminished, the necessity of resorting to 
taxation is increased." Such a sentence as this could not 
have been written except by one who had turned his back 
squarely upon the policy of war taxation. It regards taxes 
as a last resort, to be employed only when the public credit 
shall have been exhausted; the tax policy, on the other 
hand, holds loans in reserve to be used only in presence of 
the greatest stress. 

But did the views of Congress coincide with those of the 
Secretary ! In one particular only do we find them at vari- 
ance. Mr. Gallatin desired the new loans to rest upon a 
permanent revenue sufficient to pay current interest, but the 

' Cf. AdamB'a " Life of GtlUtin," pp. IfiO-iBtt. 
' " WriUDga of GallMin," toL i, p. B14. 
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memberB of Congrees had no bucIi view of this necessity as 
to lead them to press to legalization the necessary bills. It 
was decided by the Committee of "Ways and Means that a 
■war of foor years' duration could be carried on for |50,- 
000,000, and in February, 1812, a loan of ^11,000,000 was 
enthorized as the sum needed for the fiist year. Upon the 
same day that the House pnssed the loan bill, Mr. Bacon, 
chairman of the Committee of Ways and Means, made a 
report in which he advocated " war-taxes," setting forth in a 
clear manner the policy of the administration. This com- 
mittee was as yet under the control of Mr. Gallatin. The 
speech which attended this report is pecniiar, showing as it 
does the excessive and absnrd confidence which the extreme 
war party had in war-loans. After stating that a loan of $11,- 
000,000 was regarded as sufficient for the first year, he said : 

It ia assumed by the committee that extraordinary or war 
expenditure of the two succeeding years shall also rest upon 
further loans ; and it is supposed that revenue sufficient to pay 
only the ordinary expenses and the interest on the old debt 
and on new loans shall be immediately provided for by the 
government.' 

That which is peculiar in Mr. Bacon's speech is his warn- 
ing to Congress against relying upon the proceeds of loans 
to pay the interest upon debts contracted. 

If we suffer ourselves [he said] to yield to the new the- 
ory of borrowing both principal and interest, we have no data 
by which to judge upon what probable terms loans may be 
obtuned at all, or bow long it will be before we mnst wind up 
business.* 

Still the temper of the Ilonse called for just such argu- 
ments, for there was a strong faction that held taxes for the 
payment of current interest to be superfluous. " How are 

I the exigencies of the government for the next year to be 
supplied J" exclaimed Mr, Gheevea, who was spokesman for 
this faction. " Is the deficiency to be derived from taxes I 
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No, I will tell gentlemen who are opposed to them, for their 
comfort, that there will bo no taxes imposed for the neit 
year." And yet in the expenditures for the nest year it was 
necessary to include the interest upon loans already voted. 
There can be no question but that the financial policy 
adopted at the beginning of the war of 1813 looked to 
credit, rather than taxes, as the source of all extraordiuaiy 
expenditure.' Let ns then inquire respecting the results of 
this endeavor to realize the loan policy. 

It is not my purpose to tmce in detail the course of 
financial management of the war of 1812. All that is 
essential to the end held in view may be succinctly pre- 
sented by a few comments upon the two tables that follow. 
In these tables will be found certain facts pertaining to th*. 
employment of public credit, whether in the form of direot 
loans or of an iesue of treasury notes ; the amounts author^ 
ised by the several acts, the amounts issued, and the condi- 
taoDS of their sale, will show quite clearly the degree of sno 
cess that attended the administration of the loan policy. It 
is necessary to observe that war was declared upon June 18, 
1819, and that the news of a definite treaty of peace arrived 
in New York upon February 13, 1815, The period covered 
by the tables, therefore, pertains to those financial measures 
considered by Congress in view of a continuance of the war, as 
well as to the employment of public credit for war purpoaeB. 

' It 1b Indsed •iDUsIng to notice the Bplccn with nbicb tb« extreme war 
party opposed sTen tha modecaCe propofi&la of Ur. Bacon for taxatioD. "At 
the la«t BeBBioD," exclaimed Mr. Wright, of Maryland, " whca the queatioii tot 
Kcbarterlng the odious British bank iraa before uti, ne hud to encounter the hk- 
flaenoe ot the Socrctarj of the Treasary. . . . Now, at this bcbbIoii, he hat told 
oa that, if we had a national banli, we should have no occation to resort to in' 
temal laies ; thereby calling the American people to rcfiew the conduct of thdr 
repreBentntiTea in not continuing that bank, and thereby lo Si the odinm of 
these odious taxes on the National LegialatnTc Now a system of taxea b pre- 
Kntcd truly odioua, io my opinion, to the people, to disgust iheia with th^ rop- 
mieatntlreg and to chill the war spirit . . . Sir, is there aoything of originaUtjr 
In his [Mr. Gallatia's] ijBteni t No I it I« treading in the muddy foot«tepa of 
his offiml predecessors, in allempUng to strap acound the necks of the people 
this odioOB aystcm of taiatioo," ctcs. 
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I Table A. — Showing loans authorized, and the facta concern- 
ing their sale, for the war of 1812. 
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Tabls B. — Showing treasury notes authorized, and the factt 
concerning their sale, for the war of 1812. 
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One of the most signiflcant facts which a conipamon of 
these two tables prescntfl, is the relation that Beema to exist 
between loans and treasury notes. As the power of Con- 
gress to secure money by the sale of bonds deereased, reli- 
ance npon treasury notes increased. The inability of the 
government to place bonds was recognized in the latter part 
of 181i: in December of that year and February the year 
following, $35,500,000 of treasury notes were anttiorized. 
Tnming now to a consideration of the loans proper, the rec- 
ord of events shows that the first loan met with no enthu- 
siasm. Althongh $11,000,000 had been authorized, and the 
Secretary was anxious that subscriptions should be rapid and 
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sufficient to absorb tlie entire Eum, he fonnd at tbe end of 
two months that only §6,000,000 uf the stoeli bad been snb- 
scribed. Mr. Uallatin admitted that the success of the loan 
was " more thao doubtful," and it was because of the tardy 
Bale of bonds that Congress authorized the first iasne of 
treasnry notes. It is true that the terms of this first loan 
were not attractive, and that the greatest enthosiaGm for the 
war was fonnd outside the moneyed claBses ; but one must 
not lose sight of the fact that the only new taxes levied for 
the support of this loan consisted in a slight alteration ofj 
tonnage rates and a tardy increase of customs duties. The-j 
financial policy upon which this war was to bo carried ' 
through appears to have shown signs of weakuees before the 
struggle bad been fairly b^;un. 

On February 8th, tlie following year, the government 
again came upon the market for money, this time demand- 
ing $16,000,000. The weakness of the previous loan was 
charged to the fact that too strict conditions had been im- 
posed upon the adiuinistration in its negotiations; in t] 
loan, therefore, as in all subsequent loans, the only con< 
tion insisted on by Congreas was the right of reimbursement 
after a specified term of years. The passage of this act 
elicited mnch discussion, concerning both the propriety of 
the war and the adequacy of tlie financial policy. Some few 
members saw that loans resting on good intentions <mlj 
must lead to disaater. 

Id finance [said one member] the wisdom of man bas 
never been able to discover any effectual security to pabUo 
credit short of certain funds or revenue pledged for tn© re- 
demption, and sufficiently productive to pay at least the inter*: . 
est, of the debt.* 

Oddly enough, Steuart on " Political CEconomy " tm 
quoted in support of this common-sense remark. But com-.l 
mou sense does not seem to have been regarded at this tima J 
as essential to the guidance of the nation's finances, and n^ J 
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steps were taken toward au increase of taxation. This loan 
was placed at eigbty-eiglit cents on the dollar, while prees- 
ing demands were met by an additional issne of $5,000,000 
in treasury sotcs. 

Still there are many expresfiions which show that Con- 
grese waa beginning to suspect the inadeqnacj of the loan 
policy, and at an extra seseion, called in May, 1813, steps 
were taken toward laying the foondation of a syBtera of in- 
ternal revenue. Bat it would be an error to suppose that 
the original loan policy waa at this time abandoned. Con- 
gress had now reached the position defined in Gallatin's 
financial reports, and recognized the ncceEsity of providing 
some basis for the credit of the state. There is but the 
slightest suggestion in tlie report of Mr. Jones, who was 
then acting as Secretary of the Treasury, which looked to 
the employment of taxes for making headway against war 
demands. According to his view, the chief benefit of new 
taxes would accrue in enabling the government to carry out 
its loan policy. 

As reliance [he says] must be had npon a loan, for the 

war expenses of the year 1814, the laying of the internal taxes 

may be considered, with a view to that object, as essentially 

' fieoessary : in the first place, to facilitate the obtaining of the 

loan i and secondly, for procuring it on favorable terms. 

From the message of the President, also, may one learn 
that the dilBcnlty of negotiating bonds at par waa regarded 
SB the only justification of new taxes. The revenue system, 
as adopted, inclH<led a direct ta.T upon the several States, and 
internal duties of various sorts. They were called '* war- 
taxes," and, by the act that authorized them, were limited 
to one year from the conclusion of a treaty of peace. The 
adoption of this system, however, appears to have had little 
inflneuce upon public credit, partly because the new source 
of revenue could not be relied upon for at least a year, but 
more especially because the new taxes were temporary, and 
not co-existent with the debts assigned to them. 

This plan of carrying on the war by the proceeds of loans 
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may be said to have broken down in connection with tho 
$25,000,000 loan of 18U. To meaanre adequately the mag- 
nitude of this operation, it niuat be taken in connection with 
the $10,000,000 of treasury notes autliorized about the eame 
time, from which it appears that $35,000,000 of debt were 
created by Congress to cover the appropriations of a single 
sitting. This was a sum equal to five times the average 
peace expenditure, and to the total ante helium revenue for 
two and a half years ; and it wa« thought that this sum might 
safely rest upon the modest appeal to tax contributions juet 
mentioned. 

There is one element of complication that must not ba 
overlooked, if the danger and uncertainty which attended 
the financial operations of thia period are to be clearly per- 
ceived. Mr. Gallatin had relied largely for the success of 
his plan, as presented in 1807, upon the assistance of the 
United States Bank. He thought to control the circulating 
medium of tho country by means of this institution, and to 
procure from it much assistance in the placement of pnblia 
bonds. Nor can it be doubted that Congress, in refusing to 
grant a renewal of the charter of the bank, is largely re- 
sponsible for the financial straits into which the government 
fell. The increase in the cipcnlation of the private banks 
brought with it the evils of inflation, even before the suspen- 
sion of specie payments, which occurred in August and Sep- 
tember, 1S14. Some conception of the difficulty of carrying 
through any financial operation may be gained when one 
learns that the government was obliged to select ninety-four 
State banks as the depositories of its funds ; and, so variona 
were the kinds of paper money in use, that it was found 
necessary to keep four separate ledger accounts in each. 
This can not, however, be urged as an adequate excuse for 
the failare of that financial policy adopted for the prosecu- 
tion of tho war. All that may be truthfully said is, that the 
failure of this policy was demonstrated more quickly than 
would have been the case could specie payments and clear 
accounts have been maintained. 
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From the table given above, it appears tliat the proceeds 
of tlie loan of Marcb 2i, 1814, arc preBented in three separate 
BetB of figures. This method is adopted in order that the 
tendencies making their appearance at this time in connec- 
tion with treasttrj management may be more perfectly dis- 
closed. There was authorized by this act a placement of 
$25,000,000 of bonds. The first call was for $10,000,000, 
which reanlted in the receipt of $7,935,581 in cash, and in 
the issue of $9,019,476 in six-per-cent stock. This, it will 
be observed, was a sale of bonds at twenty per cent discount, 
being a lower price by eight cents in the dollar than any 
which the government had previously accepted. Four 
months later, a second advertisement appeared calling for 
$6,000,000 additional of the $25,000,000 authorized. The 
amount of debt created by this operation was $5,384,134, but 
the equivalent of cash received into the treasury was only 
$4^307,307. At the time, however, that the major part of 
this loan was negotiated, a depreciated paper was accepted as 
the medium of payment ; and, if one permit this disconnt to 
modify his calculations, he will discover that the spoeie price 
of these bonds was a trifle above seventy cents on the dollar. 
Nor do these figures adequately preeent the decadence of 
public credit, for the government found it necessary to resort 
to nnnaual devices in order to place the bonds at all. To the 
extent of $1,900,000 this debt found subscribers in the cities 
of New York, Philadelphi.i, and Baltimore, on condition 
that the amounts subscribed should be expended in the de- 
fense of tho cities fumiahing the money. Such dickering 
and trading show the exhausted condition of public credit 
even more clearly than the disconnt suffered. 

The third attempt to raise money on authority of tho act 
of March 24th mari^ the collapse of the loan policy. Of the 
total amount of debt HUthorizod, there remained $12,757,112 
to be placed, and we may be sure that the government would 
have gladly received tho entire sum. The amount of stock 
created was $746,403, the equivalent of cash received being 
$652,534. The nominal price varied from eighty to ninety- 
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; specio price ranging from sixty-five to Bixty-nine. 
Of Uie moneys tlius received, lesa tUau $234,000 were availa- 
ble for war purposes, the remainder t>eing paid after the 
declaration of peace; and of tliis modest eutu $150,000 was 
signed by certain corporations of Baltimore to build a frigate 
for tbe defense of their owq harbor. Daring the last quarter 
of tlie year 1814, receipts from all sources fell far short of 
expenditures, so that an actual deficit of $3,300,000 made its 
appearance in pubhc accounts. 

Do not each facts justify t!ie conclusioti that the con- J 
trol of the public treofiury during the war of 1812 proved a 1 
failure i At the beginning of the straggle, Mr, Bacon saiA " 
he did not know how long it would be before the treastuy 
must " wind up business" ; the course of eventa showed that 
it was possible to run on baeeleas promises a little over two 
years. But it may be asked : Was this failure due to the er- 
roneous principles upon which the financial policy was based, 
or to bad administration ) The testinjony of contemporary 
statesmen upon this point is of much importance. In the 
latter part of 1814, the necessity for new and vigorous rev- 
enue legislation came to be quite generully recognized. The 
President stated this as one of the two reasons for calling an 
extra session of Congress in September. But the most direct 
and complete testimony upon this point is found in the finan- • 
cial documents of Mr. Dallas, who was called to adminietor | 
the Department of the Treasury. "The plan of finance," I 
says the new Secretary, referring to the months io question^ ' 
" which was predicated upon the theory of defraying tho 
extraordinary expensefl of the war by successive loans, had 
already become inoperative," Nor did the new Secretary 
shrink from placing the responsibility of failure where it bfr 
longed. The falling off of revenue and the collapse of credit 
were not ascribed by him to cither " the want of resources or 
the want of integrity in the nation," but " to the inadequacy 
of our system of taxation to form a fonndation of pnblic 
credit, and the absence from our system of the means which 
are the best adapted to anticipate, coUectj and distribute the 
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public revenne." He proposed the adoption of anew plan of 
linance, the characterizing feature of wliich should be " prompt 
and resolute application to the resources of tlio country." 
In addition to the re-establishment of a national bank, hie poli- 
cy embraced three distinct revenue measures, lie demanded, 
lirEt, war-taxes, nor did he mean by this expression what Mr. 
Bacon meant in 1812; second, tax-loans, or tem[K)rary loans, 
liy means of which the new taxes could become immediately 
available ; third, an extensive use of treasury notes, approach- 
ing a little more nearly our modern idea of legal tenders.' 

Any criticism upon this plan should be made in view of 
the fact that two years of inadequate financial administration 
had bequeathed a legacy of confusion and of disordered 
credit. The problem presented to Mr. Dallas did not con- 
eist in forming a war policy which should harmonize in all 
particulars with the requirements of sound finance, but in rea- 
cning the finances of the state from disaster already experi- 
enced. So far as bis plan refers to taxes, it is commendable. 
Twenty-one millions were to be drawn from this source. 
The tax-loans, also, were demanded by the necessities of the 
case. It is likewise commendable that he did not at this 
time make the treasury notes a legal tender for the payment 
of debts. Yet this would have been the necessary and logic- 
al result of the financial i>olicy framed by Gallatin. They 
who defend t!ic loan policy always assume that public 
credit can be maintained by an increase of the tax-levy equal 
to the current demands of the public stock created, but this is 
found to be a mistake. It is because this is impossible, and 
because men will not freely lend, that the government feels 
justified in forcing a loan out of the people by means of 
legal-tender notes. The first issue of treasury notes, it will 

' This flnindnl plan, BubmUled by SocretBry DbIIm, may be found in a letter 

otOotoberlT, 181-t, addrca^ed to tbo Commlttceof Ways uid He&ns. Tho noU 

from the commtttee, asking tor lugF^tionn, U also aignifiaint. Its first sentence 

isufoUowB: "The CoouDittec of Ways and Means hare bad uoder their con- 

a the aupport o( public aredit by a ayRlcm ot taxation more extended 

I tliu the one hitherto adopted." C(."Litc«ikd WriCiiigaotDBUa«,"pp.2S4-MS. 



I 



124 NATIONAL DEnOT FIHASCIERINO. 

be remembered, was regarded as necessary becaose of the 
tardy sale of bonds, and it is but another step in the path 
already entered upisn to give notes a forced circulation. 
Legal-tender notes he as a germ in the loan policy, and it is 
probable that the termination of the war eaved the countiy 
from the calamity which their issue would have occasioned. 

Scene of my readers may be inclined to escnae Mr. Gal- 
latin from all responsibility, and to deny that the failure of 
treasory administration daring the war of 1S12 argues anght 
against the sufSciency of the loan policy proposed by him, 
because Congress refused to grant the new taxes asked for 
at the beginning of the war. It is true that a proper admin- 
istration of the loan policy demands clear revenue equal to 
the debt service and the peace expenditure. It is also true 
that the special tax-bills recommended to the Twelfth Con- 
gress failed to secure legal sanction ; but it would be incor- 
rect to conclude, because these particular taxes were with- 
held, that the essential requirements of the loan policy were 
not complied with. A glance at the general balance^heet 
covering the three years of the war will show that permanent 
revenue not only covered pennanent expenditure, but fur- 
nished a surplus of nearly $6,000,000 for war purposes. 
Although the new taxes were refused, the receipts from old 
taxes exceeded expectation ; it is impossible, therefore, for 
the advocjitca of the loan theory to shift the responsibility of 
the failure of Mr. Grallatin's policy upon the shoulders of Con- 
gress. This balance-sheet is presented In the following table : 

Shble thowing the eotiTee of moneys expended for vmr 1 
purposes. J 



I 
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TKAR KBDIMO 


Wir Bxpeidnara piU mt 
of pnosedi of bu>. 


Wtt JipcnilUnrs piW OBt 


December SI. 181! 


t3,B90.]6fl.«) 
1,899,277.71 
778,888.63 


«l!.477.gse.89 
24.848,810.41 
27,047.80B.i1 ' 




tS,78fi,aS6.S4 


ee4,S7S,108.I7 
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It thus appears that, for a total war expenditnre of some 
$70,000,000, it was found ncceseary to create a debt of onlj 



$64,300,000, a fact which i 



. Low futile i 



1 apology 



I 



:iow8 I 
like that snggestfid above in favor of the loan policy. 
far ae clear roveime is concerned, the demantls of the theory 
were mot, and it is the theory rather than tlie remissness of 
CongreBs tliat must be held responsible. 

Or, again, it may be that some one, quoting that old maxim, 
talus jwjfuli 8uj>rema J^x, a maxim regarded by dullards as 
the first priuciple in finajice, will ask; Wherein did this pol- 
icy fail 1 Did not the Government get the money and carry 
through the war ? Snch a question can only be answered by 
placing the actual results of treasury management during the 
war of 1S12 in comparison with the demands of adequate 
management. 

An adequate financial policy will place the credit of a 
state on so firm a basis, and guard it so jealously, that the 
government will never be called npon to euffer ruinous dis- 
tsoont in the pliieement of its bonds. The record of this war 
ehowB that even at the beginning there was no enthusiasm 
for the pubhc stocks, that every month as it passed saw the 
nation's credit decUne, and that the last quarter of the year 
1814 showed a deficit in public accounts while the govern- 
ment still possessed the right to borrow $12,000,000. 

An adequate financial poiioy will provide such extensive 
resources tliat a war once entered npon may be carried 
through to the end without change of plan. It roust be elas- 
tic and pliable, so as to bo ready for all probable emergencies. 
In the present instance, after little more than two years of 
yain endeavor to supply the demands of the government, the 
original plan was abandoned, and a new theory was admitted 
by the administration and by Congress. The evils necessarily 
attendant npon this change in the midst of a war were only 
obviated by the return of peace. 

An adequate finanical policy will not be forced to use 
treasury notes, except as a convenient method of managing 
its taxing system. We have already noticed how that nn- 
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warranted interference witli the circulating mediam foUowa 
logically from a determi nation to throw the entire weight of 
war Ktpenditure upou public credit. 

It Diiiet be admitted that Mr. Dallas passed lightlj oTer 
this BtupendoDs failure in financiitl administration whai, in 
reviewing the Snanctal operations of the vai, he said: 

An increase of the oxpcDse, and a diminution of the Kup- 
ply, must have been anticipated as tho inevitable consequences 
of that event ; but the government reposed with confidence 
for all the requisite support upon the untried roEoarceH of the 
nation in credit, in capital, and in industry. The confidence 
was justly reposed ; yet it may, perhaps, be considered as the 
subject for regret, and it certainly famisheB a leeeon of prac- 
tical policy, that there existed no Bystera by which the internal 
resources of the country could be brought at once into action, 
when the rssourcea of its external commerce became incompe- 
tent to answer the exigencies of the time. The existence of 
such a Bystem would probably have invigorated the early 
movements of tho war, might have preserved the public credit 
unimpaired, and would have rendered the pecuniary contribu- 
tions of the people more equal as well as more effective. But, 
owing to the want of such a system, a sudden, and an almost 
exclusive, resort to the public credit was necessarily adopted aa 
the chief instrument of finance. The nature of the instrument 
employed was soon developed ; and it was found that publio 
credit could only be durably maintained upon the broad fonn- 
dations of public revenue,' 

It is not my purpose to follow thtis In detail the financial 
history of the war of 1S61. So far as principles are con- 
cerned, it presents nothing with which the foregoing study 
has not already made ns familiar. Here is found the same 
policy for the management of the public treasury ; tliis poli- 
cy follows the same course in its development, and works the 
same general rcBults. The only variation in the record per- 
tains to the use of treasury notes, for, in the case of this sec- 
ond war, the loan policy was not arrested tmtil these notes 
wero given the legal power of paying private debts. Upon 
the main point there can be no question. The plan recom- 
mended by Secretary Chase, and adopted by Congress, was 
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to rely upon public credit for carrying throngli the war. In 
a special report of July, 1861, which deals with ways and 
meanB, the Secretary espresaee himself as followe: 

To provide the large sums required for ordinary expendi- 
ture, and by the existing emergency, it ie quite apparent that 
duties on inrports, the chief reeource for ordinary disbursemcDts, 
will not be adequate. The deficiencies of revenue, whether 
from imports or other sources, must necessarily be supplied 
from loana ; and the problem to be solved is that of so propor- 
tioning the former to the latter, and so adjusting the details 
of both, that the whole amount needed may be obtained with 
certainty, with due economy, with the least poasible incon- 
Tenience, and with the greatest possible incidental benefit to 
the people. 

The Secretary has ^ven to this important subject the best 
consideration which the urgency of varied public duties has 
allowed, and now submits to the consideration of Congress, 
with great deference and no Uttle distrust of his own judgment, 
the conclusions at which he has arrived. 

He is of the opinion that not less than eighty millions of ^ 
doltuv should be provided by taxation, and that two hundred ' 
and forty millions should be sought through loans, , 

It will hardly bo disputed that, in every sound system of 
finance, adequate provision by tasation for the prompt dis- 
charge of all ordinary demands, for the punctual payment of 
the mterest on loans, and for the creation of a gradually in- 
creasing fund for the redemption of the principal, is indispensa- 
ble. Public credit can only be supported by public f^th, and 
publio faith can only be maintained by an economical, ener- 
getic, and prudent administration of puolic affairs, and by the 
prompt and punctual fullillmeut of every public obligation.' 

This financial policy may be more clearly apprehended 
if WG notice the estimates presented by the Secretary. As 
has been already stated, he proposed to raise $80,000,000 by 
taxes, as against $340,000,000 by loans. Of this amount of 
dear revenue, J65, 800,000 were required to meet the ordi- 
nary expenditures of the peace establishment. It was believed 
that existing laws woald provide about §60,000,000, from 
which it followed that new taxes to the amount of $20,000,- 
000 were required. Of this snm, $9,000,000 were to be de- 

' "Report on the Fi nances," Julj i, 1861. 
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V debt, and $5,000,- 



payment of interest ii 
000 to the eatablisbnient of a einting-fund for its fina] 
expungement. Sucli was the financial plan npon wliidi tliiB 
great ■war was began. 

The revenue law wliicli followed this report modified I 
cnstomB duties bo as to intensify the principle of industrial 
protection, established a three-per-cent income-tax upon all 
incomes over $S0O, and apportioned a direct tax of {20,000,- 
000 among the several States. The income-tax was not to 
take effect until January, 1862, and, as the direct tax was 
apportioned to the South as well as to the North, the treaaniy 
could not hope for the entire amount levied. 

In the December report, ISOl, the Secretary declared re- 
newed confidence in the financial plan which he had pre- 
viously presented. It was found, however, that receipts from 
customs and from the sale of public lands had fallen off. 
Thus, for the quarter ending September 30th, customs duties 
had yielded but §7,198,602. For the calendar year ending 
' 1861, the government received but 830,705,795 from this 
source, as opposed to |50,747,990 in 1S60, and $53,800,596 
in 1859. There seemed, therefore, just ground for appr» 
hension lest existing taxes should fail to support the peace 
establishment, and the loans which the govemniont chose to 
place. This fear of a deficit, from ordinary sources of rev- . 
eaue, impressed itself upon tlie mind of the Secretary, nnd(| 
in consequence, ho proposed additional duties on tea, coffee^ J 
and sugar ; a modification of the income-tax, so aa to render ' 
it more productive ; an increase of the direct tax to the 
States; and a tax on whiskies, tobacco, bank-notes, instm- 
ments of conveyance, and the like ; in short, he proposed i 
the establishment of the system of internal duties. Kow,aII'| 
this has the appearance of an abandonment of the loan-policy, T 
and the adoption of the policy of carrying through the war 
by taxes, but this is true in appearance only. The total sum 
of clear revenue hoped for from all these sources of income 
was bat $90,000,000, and this, as the Secretary said, was not 
more than enough to meet " even economized disbursements, 
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and paj tbe interest on tlie public debt, and provide a eink* 
ing-fund for the gradual reduction of its principal," "li 
will be eeen at a glance," says the report in another placg, 
" tliat the amount to ho derived from taxes f onna but a smap 
portion of the eume required for the expeuBea of tbe wa*. 
For tbe rest, reliance muBt bo placed on loaufl." It is also 
■worthy of notice, as throwing additional light upon the policy 
of tlie administration, that the luind of the Secretai^ Bccms 
at this tjme to have been taken ttp with Iiie scheme for estab- 
lishing a system of national banking ; for, as is well known, 
one pnrpose of this scheme was to provide a ready market 
for public bonds. It oomes, therefore, into perfect harmony 
with the loan policy already adopted. 

It was in tlie latter part of the year 1863, and during 
the first part of 1S64, that the inadequacy of the loan policy \ 
aB a baais of war-financiering forced itself upon the minds 
of those who managed public affairs. " To check the in- 
crease of debt," says the report of 1S63, "must be, in our 
eircnmstancee, a prominent object of patriotic solicitude." \ 
And again ; " Hitherto the expenses of the war have been ( 
defrayed by loans to an extent which nothing bnt the ex- 
pectation of its speedy termination could fully warrant." \ 
The report then restated the financial policy as adopted in ' 
1861, and continued : 

The financial administration of the first fiscal year after 
the outbreak of the rebellion was conducted upon these ideas. 
Tbe acts of Congress at the eitra sesBion of July, 1861, were 
framed with the intention of supplying the fuU amount of I 
revenue demanded by them. Bat receipts disappointed ex- 
pectation, and it soon became obvious that a much larger pro- 
portion of the means needed for the fiscal year 1862 than the 
principle adopted would allow must be derived from loans. 

Bnt the most interesting expression in this document 
pertains to the estimates for probable future demands: 

These statements [says the Secretary, referring to the ea- ^y< 
timates] illustrate the great importance of providing, beyond 
I all contingency, for ordinary expenditures and interest on 
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debt, and for the largest possible amonnt of extraordinsiy 
expenditures, by taxntioii. In proportion to the amount raised 
above the necessary sums for ordinary demands will be the 
diminution of debt, the diminution of interest, and the im< 
provement of credit. It is hardly too much — perhaps hardly 
enough — to nay that every dollar raised for extraordinary ex- 
penditures or reduction of debt Is worth two in the increased 
value of national securities, and increased faciiitiee for the ne- 
gotiation of indispensable loana. 

Could this truth have been recognized at the beginning 
of the war, and could it at that time have influenced tlie 
treasury policy, the financial history of the last twenty-five 
years would have been materially modified. 

Congress also, in the latter part of 1863, began to recog- 
nize the essential weakness of the loan policy, and to turn 
ltd attention to the necessity of taxes for difitinctively war 
pnrposes. The great tax-bills of the war were those of June, 
ISO-l. Mr. Morrill, in whose speech of a year before there 
were etatements showing that the original policy was yet 
intact, admitted, while presenting these new bills, that moDey 
must now be secured by every possible means ; 



requires a larger supply o 

already viei 
eht, so that 



The treasury [he said] _ „ , , , 

and such sources of revenue as have not already yielded 
their maximum contributions must now be sought, so 
may fill the measure of our wants, , . . This [oill] is intend- 
ed as a war measure, a temporary measure, and it ia need- 
ful that it pass speedily. Every day's delay in the passage of 
this .ind the internal revenue Dill costs the treasury not leas 
than J500,000.' 

This langoage is very different from the financial dilet^ 
tanteism that marked the attitude of onr financiers du] 
the first two years of the war. 

It is somewhat difliciilt to exhibit acenrately the rapid falll 
of public credit from IStil to 1806 ; but I have undertaken in 1 
the following statement to approximate such an exhibit by 
showing the specie price of all tho obligations issued during 
the war. The computation has been made by estimating the 

' YouEg's " Cu»loai8-T»riff LegislalioE," p. psiiili. 
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T&Ine of the total receipts from credit for each qnarterat 
the average price of gold during that quarter. The only 
source of error iu this method arises from the fact that tbe 
average price of gold for any three months may not be the 
actual price at which the proceeds of bonds were covered 
into the treaeory, but any closer computution requires more 
complete data than the authorities at Washington have yet 
given. It is, however, believed that the conclusions may he 
relied upon as subtantially correct. 

jlbile showing Ireagurif receipts, from public obHgationt of 
ali aortt, for each quarter during the war, and the gold 
value of such receipts, estimated on the average price of 
gold for each quarter. 



BCMUAar, 


"iSbt^JiEwd. " 


aoldT.ilii<orKT<w 
n«li,ta. 


Pwceot- 

rXd. 


Tot ihe qn»rtaw ending- 
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209,049,208.81 


200,280,788.89 


96-78 


Eoplember 85, " 




S9,64a,96S,M 


86'64 


Decembers], " 


18],fl3 1,478.40 


101,160,933,90 


76-92 


Kudisi, ises 


178,689.709.26 


110,196,301.89 


64-61 


JoneSO, " 


816,480,067.49 


140,829,147.47 


87-87 


September 30, " 


l]e,267,4»1.70 


89,800,606.48 


76-93 


DeoemberSl, •' 




100,862,246.72 


87-40 


MindiSI, 1304 


191,923,104.411 


120,220,1)06.20 


82-64 


Jw>e30, " 
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122,081,629.23 
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U7,736,8aa.4a 


61.296,691.73 
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138,766,727.22 


97,088,878.04 
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f420.667,7M.8B 
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6B3,74B,1H2.34 


461.687,201.36 


68-00 


■' 31,1864 


764,938,393.00 


884,462,432.86 
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September 80, 1885 


«7B,9B*.'29.6fl 


488,640,163.98 


6487 


For the tanj-&ve monthB of 










13,666,233,691.31 


11.690,347,632.61 









It seems superflnons to comment on ench fignres as these. 
A treasury administration that permits the credit of a 
wealthy people to decline so that its obligations fall fifty per 
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cent and remain tliere for a year, can hardly be called mie> ' 
ceesf 111. Yet the resnlls here displayed, a^ also the forced 
circulation of treasury notca, follow naturally from the 
attempt to carry through a war by loans. 

But the lesson of tlicse public accounts is not fully ap- 
preciated until it is observed with what ease a Hystem of in- 
ternal revenue may be made to respond to a vigoroos and 
decided administration, for this shows how unnecessary it is 
to rely wholly upon public credit for extraordinary expendi- 
turea. In this eoniection the following table ia i>ertineDt 
for onr consideration. 



Table ahoteing receipts from various sources, /or JUcal yeart, 
in denominations of tntUiont. 





im. 


IGtl. 


IBCS. 


1B64 


16«. 


IBM. 


CuKtoma revenue 

Internal revenue 

MiaoellKieoua 


89-6 
"ifl 


49-0 
1-7 


89-0 
89-1 
40 


102-a 
no-a 

B3-1 


84'9 

2i0'a 


811-2 
67-8 


01«rr.™u. 

rroinloMii 


23-7 


Sl-9 
43SS 


llS'fl 
D9B-e 


£64-8 


333-7 
8M-8 


B118-0 

ga-8 


Total wvenoB.... 


flB-a 


4BS-a 


708-a 


B6o-a 


l,l»8-6 


8606 



/ It requires no extended study to discover tlie meaning of 
these figures. Tlie criticism which they offer makes its 
appearance when one asks what would probably have been 
the financial consequences could the receipts from internal 
revenue have been moved ahead two years. Suppose^ for 
example, that Secretary Chaae could have received from this 
source ^1110,000,000 in 1862, $210,000,000 in 1863, and 
$311,000,000 in 186i ; what a change would it have produced 
upon the course of financial administration ! Its moral effect 
upon the South, working especially through her European 
sympathizers, would have brought the war to a more speedy 
termination, the credit of the government could not have ( 
suffered as it did, wJiilo the advocates of legal-tender money ] 
would have been deprived of the argument of neceaffltj; * 
Now the responsibility for the tardy flow of revenue frcsu j 
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internal daties is traceable to the policy ujion which the X 
iinanceB of the war wore set on fuot, and not to the inability 
or the relattance of the country to pay. Secretary Chase 
denied the necessity of meeting any part of war expenditure ^ 
from war-taxea, because the financial theory which he 
espoQBed deprecated the endeavor; and it reqnired nearly 
three years of disastroua treasory management to convert the 
adminiBtration and Congress from this erroneous theory. In 
view of actual conditions, it is perhaps a little extravagant )( 
to sappose that the receipts from internal revenue could 
have been moved ahead two years, but it is altogether rea- 
aouable to conclude that a vigorous adrainistratioa might % 
have anticipated actual results by eighteen months. 

This estimate allows nearly a year for the establishinent 
of the system, and claims only that internal revenue should 
have began to come into the treasury at the rate of $9,000,> 
000 a month as early as July, 1S62. And when it is 
noticed how quickly the industries of the country responded 
to the laws of 18G4, as shown by the receipts for the year 
1866, one can not regard this claim as at all impracticable. 
There is here disclosed the fundamental error of that theory 
which looks to credit as the only source of war expendi- 
torefl. It ia blindly optimistic, and so deprecates an appeal*^^ 
to Bonrces of revenue that might with ease be opened. \ 
They who undertake its administration are sure to let matters 
drift until financial disaster awakens them to the fact that j 
the financial problem is no longer under their control. This 
theory springs from financial ignorance, from a sense of admin- > 
ietrative weakness, and from a thoroagh distrust of the people. 

It appears, then, that the history of the war of 1S61, like 
that of 1912, bears direct testimony against the sufiicieney of 
the loan policy. It is no apology for the men who adminis- 
tered public affairs that they looked upon the Kcbellion aa 
a local insurrection, for, in matters of public financiering, 
revenue must conform to necessary expenditure ; and no ] 
policy can meet approval which fails to supply all the money ^ 
tiuit ia needed for as long a time as it is needed. 
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WTiat is the true plan for the jinaTicial vianagement <^\ 
a war f 

Thus far our argument has proceeded according to the J 
\o^a of exclusion. We Lave learned that the tax policy 1 
does not conform to well-known principles of human natora^ ] 
and that the loan policy fails to bear the test when tried ; 
but since taxes and loans are the only sonrces of revenue 
open to modern finaneiere, it follows that the tme policy 
must embrace them both. Our further study, therefore, 
must concern itself witli inquiring what constitutes a ret 
sonable union of taxes and loans. 

We shall be assisted in answering this question if we 
notice, at the outset, certain fisc al principles or truth s that 
point to the correct theory of treasury management. F\j^ ^ 
the habit of bearing taxes is one easily acquired, if only tne 
i' instruction be given in a proper manner. It is never necee- 
I sary to depend altogether upon loans for war expenditure, 
)and the administration that shrinks from a levy of taxes, leet 
I the war spirit be chilled, shows either a doubtful cause or & 
veak-kneed cabinet. As a second principle may be stated 
the fact that it is easier to raise the rate of existing taxes , 
than to establish a new system of duties. From this it fol- 1 
lows that the germ of a war policy lies back in the treasmy I 
policy of ordinary times. Again^^ it is popular Bappwtt ' 
rather than the adherence of a syndicate of banks, which in- 
sures the success of a financial policy. This is tme, because 
popular sentiment in favor of the administration guarantees i 
the support of the banks, but it is not true that the support I 
of the banks brings with it general enthupiasm. This does I 
not mean that hanks shonid never be employed as agents of i 
the government, bnt that the administration should bo J 
superior to the criticisms of the banking interest, that the i 
basis of its operations should be as broad as possible, and 
that it is no sign of weakness to appeal to patriotism a 
motive for lending money. And, lastly, it is a tmth worth^ 
remembering that democratic peoples are willing to go all ■ 
lengths with a government which lakes them into its conft-V 
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dence. It is assumed tliat the pnrposo of the war is ap- 
proved, otberwise tliere is no apology for undertaking it ; 
bat, granting this, personal sacrifice and assistance are assured 
to a government so long as tho public continues to have con- 
fidence in the efficiency of its administration. The meaning 
of this fact is, that an adequate financial policy should be 
bold, courageous, sufficient, and simple; that it should lie 
close to the sympathies of the people, and not fear to make 
from them searching demands. We have now before us the 
raw material out of which to construct a plan lor the finan- 
cial management of a war. 

Coming then directly to the question in hand, it is of 
prime necessity to recognize that good financiering in times 
of emergency is only possible upon the basis of an adequate 
revenne system previously established. It baa been already 
stated that some preparation in time of peace should be made 
against the advent of war, but tliat the assignment of a par- 
ticnlar-tax to this purpose, or the accumulation of a war-re- 
serve, does not accord with the most perfect financial require- 
ments.' How, then, may the peace cetabliahment provide 
against nnusual demands? Nothing more is required for 
this purpose than that the permanent system should be so 
adjusted aa to respond qoickly to any change in rates im- 
posed, and this can be easily done by fixing the ordinary rate 
of ta:sation below the maximum revenue rate. But, if tlie 
actual rate of taxation in ordinary times he at or above the 
maximum revenue rate, the administration can hope for no 
assistance, in case of an emei^ency, from established taxes. 
Under snch circumstances the government is embarrassed at 
the outset, and easily persuades itself that an appeal to credit 
is the only method for making headway against demands. 
Bat let it be supposed, on the other hand, that the country 
poescsees a broad system of taxation, so that ordinary demands 
may be met by imposing light dnties, any embarrassment 
encountered by the minister of finance at the beginning of 
a war must be of his own making. 
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Bat, assuming such prov-JBionar; meaenres to hare been 
taken, what is tlie next step in an adequate war policy i ' 

-Our anewer amy be given without hesitation. Xew 
jeonrcea of revenue must be opened by the levy of new taxes. 
But, it may be asked, is not snch a proposal a virtnal aban- 
donment of the loan pohcy I This can not be admitted ; for 
it is eeeential that a law should be paeeed to provide for dear 
revenne, in addition to that secured by raising the rate upon 

(existing taxes, before a financier has any right to af^umc that 
he can borrow large eums without (fepre ai og ^obUe- credit, 
(He can not rely entirely upon the now revenue derived from 
the old taxes, beeaose this revenue is not co-existent with the 
debts created. A true financial policy, also, must hold in view 
the termination of the war as well as its continoance, and do 
nothing which can in any manner obstmct the speedy redoo- 
tion in the rate of permanent taxes upon a return of peace. 
For, if the extraordinary income from the permanent taxes 
be mortgaged to the support of a permanent debt, the first 
claim of a good revenue system is disregarded. The elaetio 
quality of the system would he thereby destroyed, and the 
country would be poorly prepared to meet another fiscal 
emergency. And it must be further noticed that these new 
taxes, once established and brought into rnnning order, are 
ready at hand to assist in the expungement of debts when the 
war shall have terminated. It thus appears that the new 
taxes tend to strengthen public credit, even before they bo- 
come remunerative ; they relieve the temporary revenne 
derived frbm permanent taxes, so that it may again serve as 
the temporary basis of new loans ; and they assume the whole 
\^ weight of the debt upon a retnm of peace. 

It may be objected to the plan here proposed that, shonld 
the struggle prove of slight duration and little cost, the oonn- 

' Were this qaoitioti ashed Tor tht- Viated Stales, the answer might be ^tch 
wore oiplicilly. la riaw ot the pcoiiliiir rolatlon eiisting between the Fedenl 
poTemment and the Bercral States, there arc many reMoos for saying thatthla 
first tax should be a i^rect tax upon the States, apportioned and colletrted on the 
principle of "reTOlutionary requlsltiona," 
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try 18 burdened with useless taxes ; but tliis objection seema 
to be made without due considemtion. Assniniiig the diffi- 
culty to be quickly terminated, it is more than probable that 
the strong financial policy adopted by the administration ren- 
dered great assistance in attaining so desirable an end. If a 
destructiTe war can be obviated by the voting of taxes, there 
are few wlio would witlihold their assent. Nor is it neces- 
sary, in tlie case assumed, that the taxes Ehouid prove an 
actual burden to tlie people. New taxes require some con- 
siderable time before they become productive, and, should 
the occasion for them pass away, they may bo abolished 
before taking much from the pockets of the people. Let, 
then, no financier argue that war-demand will probably be 
small, aud that it may bo met by loans without an appeal to 
taxes; for the administration certainly needs the moral in- 
fluence of the tax-laws, the revenue whicli these laws are 
capable of bearing may be required, and, if the events show 
the solicitude of the administration to have been groundlesa, 
BO great harm is done. 

It remains for us to consider what use should be made 
of public credit, and to discover the principle according to 
which the extraordinary expenditure should be apportioned 
between loans and taxes. The theory of pnblic borrowing^^ 
is very simple. Public credit should always be regarded as 
a means of anticipating revenno. It is a short cut to capita^-"'' 
And the first greatjervicoofjoaue in time of war is to give 
the administration immcijiatE control over capitftl upon the 
declaration^ hostilities. But such borrowing does not ne- 
cessarily <WSate a permanent debt. It reeti, in the firet in- 
stance, upon the extraordinary receipts tnmag from the 
increase of rate in the permanent rercnee i^Mem. Should 
the war, however, contlnuo for any eowiiaibte time, it 
wonld be necessary to convert th« litiA tkm acated into a 
permanent or time debt, and assign it to aem faadi for eun- 
port. And here, it may bo wid, U ll« «fy jnJot at which 
ignorance of the probable dr % wtiKwdinaiy de- 

mands may bo permitted ' tMiiliJ policy of 
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the adminiBtration. It is proper, antil the f utnre may be 
forecast with some degree of certaintj, that temporary debts 
rather than permanent debts should be used. And here, too, 
is disclosed the peculiar service rendered by an elastic rev- 
enue system, for the quick command which such a system 
grants over revenue provides a sohd basis of credit at the 
be^nning of a war, and so insures a good price for the first 
bonds negotiated. 

But there is another and more important service that may 
be rendered by loans. When a government gives bonds in 
return for capital, the individual who supplies the capital 
does not feci that sense of personal loss which attends the 
payment of a tax. He has merely changed the character of 
his property. It thu^appeai« that by means of loans a gov- 
ernment may hope to aecnrejffimediate control over large 
funds of capital while yet allowing the motives for continued 
industry full hberty of actisQ, So far ae it seems necessary 
to use credit for attaining this end, the obligations created 
against the state mnst run for some considerable time, and 
be assigned to a reliable fund for the payment of the annual 
interest which they demand. 

In the services here brought to view lies the entire theory 
of pabUc credit. Loans are always a means of anticipating 
assured revenne. No other meaning can he attached to them 
when used to carry through the financial operations of a war, 
for no system has yet been devised for evading the neceseity 
of extraordinary taxes as the result of extraordinary expendi- 
tures. Our general conelusion then is, that sonnd financial 
management inclines always toward taxes. The measure of 
the amount that may bo secured by this means is found in 
their observed effect upon current industry, for the demand 
for dear revenue must never go so far as to discourage indoa- 
trial activity. 

It is impossible to proceed much further in a general dm- 
eusaion of this subject, for the conflicting interests to be 
harmonized, and the varying importance of the factors th«t 
enter into the problem, must influence greatly tlie appUt 
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tioD of the principlea suggested. It may, however, be pei^ 
mitted to take one step in the direction of formulating & 
rule of wide application for the financial conduct of a war, 
by which the relative use to be made of taxes and loans may 
be roughly indicated. At the beginning of hostilities, reve-J 
nne from loans may properly outbalance revenue from taxes,! 
but, as the war progresses and the demands increase, taxes i f 
should be continually forced into greater prominence. There , 
are several considerations tliat favor this rule. Thus the t 
necessity for temporary loans is always greater at the begin- ' 
ning of a war than at any subsequent period. As the newly 
levied taxes become more and more productive, and as the 
people become accustomed to high rates of payment, the \ 
legitimate use of loans is narrowed. But the most forcible 
reason favoring the rule is the following : The greatest 
stress which the advent of a war throws upon industries 
arises from the necessary re-adjustment of labor to new lines 
of demand. It is this point which is not duly appreciated by 
writerB upon finance. They do not perceive that the strain 
npon a treasury policy comes at the beginning of a war. A 
condition of war is not a condition of peace from any point 
of view, and the industrial transition from the one to the 
other is always attended with danger and may prove the 
occasion of disaster. But, if the financier can only bridge 
over this chasm and establish business firmly on a war basis, 
he may extend his taxing system with as much confidence 
as if the people were living in a state of profound peace. It 
ifl during this period of re-adjustment that public credit ren- 
ders its greatest service to the administration. At no futnre 
time during the continnanee of a war can such strong rea- 
sons be urged in favor of its employment. 

It seems, then, that the theory for the administration of a 
treasnry during the continuance of a war contemplates,^^!, 
the formation of a financial policy at the time when hostili- 
ties are first declared ; and, ascond, the development of the 
policy after industries are well adjusted to belligerent condi- 
tions. And, as has been set forth in the foregoing analysis, 
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the f onnatioii of the policy demandB tbe legallzatioD of tbrM 
fiscal Tneasnree. 

1. The rate of taxation in the permanent revenue system 
must be raised. The new income thus secured will serve as 
the baaifljaf-tfwflTBt loans, and, when relieved hj other funds, 
may be employed as a contingent fund or as a source of war 
expenditure. Nothing must be done to endanger the repeal 
of this measure upon a return of peace. 

2. New sources of revenue must be opened by the levy 
of new taxes. The estimated proceeds of these taxes must 
exceed, if possible, the demands of loans for interest pay- 
ment. This will assist in maintaining the credit of the 
state, it will give some revenue for war purposes whilo hoft- 
tilities continue, and will provide revenue for the exptmg«> 
ment of the debt when the demands for war expenditure 
shall Lave ceased. 

3. A large loan, equal to the satisfaction of all poenble 
demands, must bo authorized, and the minister of finance 
must be granted large discretionary powere in its placement. 
In this manner there is created the machinery for financial 
operations, and under a strong administration there is little 
fear of failure. 

The principles which control the development of the 
policy are the same as those which shaped its establishment. 
I£ temporary loans were resorted to, they should be funded 
upon the proceeds of the new taxes as soon as possible, 
^— The financier may hope for assistance from his now taxes 
\within eighteen months of their levy, and, if demands con* 
tinne to expand, his call for clear revenue should be gradi^ 
ally increased until revenue machinery be speeded to its 
highest productive capacity. But there is a limit to possible 
war consumption, and, with a gradually increasing income 
from taxes, clear revenue must eventually overtake any pofr 
sible demand. 

This theory of treasury management may, perhaps, be 
more clearly apprehended if stated with the assistance of the 
following diagram : 
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la this figure the horizontal lines, in the direction from 
left to right, measure the prodnctivity of revenue machinery, 
while the perpendicular distance from the top representa the 
time through which it operates. Thus the line A B ebows 
the intensity of the demand made upon the permanent rev- 
enue estahlishment in time of peace, and, since the line A J 
covers one year's time, the parallflogram A A' represents the 
nonnal income for a year. The tirst meaenre njion the oat- 
break of a war should be to increase the rate imposed upon the 
peace establishment. Let it then be increased by B C, If, 
now, the permanent system has been formed according to 
correct principles, and is elastic in character, tlus advance in 
the rate of imposition will yield increased revenue ; hot, 
since it is necessary to properly advertise such a change, it is 
assumed that this addition to clear receipts will not make its 
appearance till the beginning of the second year. It followB,\ 
then, that the entire war demand of the first year mnst come / 
from loans. This is represented in the figure by the paral- 
lelogram K D. There is no danger, however, but that this ', 
stock will bear good prices, because it rests upon income as- ■ ' 
Bured by revenue machinery already in operation. The 
fund, which sustains the credit of the government during the 
first year, is represented by the parallelogram K P, from 
which it appears that the entire receipts flovdng from the 
permanent eetabliahment during the second year is efjual to 
the parallelogram J P. During the second year, also, the 
newly established taxes begin to lend their assistance in car- 
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Tying on financial operations, and tlie income from tliia j 
Boorce is represented by tlie triangle M P \^, This rere- 
nne ia shown as beginning in the middle of the second year, 
becauBC it will probably tako eighteen months to bring an 
entirely new eyatem into working order. It thus appears 
that a large share o£ the extraordinary expenditure of this 
year also must be secured from loans, which is represented 
in tUo diagram by the figure 1, M WI^Tf. But with the be- 
ginning of the third year it may be assumed tliat tlie inda&- 
ti'ial re-adjustment has taken place, and the financier may 
constantly and pereistently extend his demand for clear rev- 
enue; and, since there ia a limit to war consumption, the 
necessity of loans decreases with every increase in clear rev- 
enue. Thus the total revenue for the third year ia repre- 
sented by the parallelogram 1' of whirh clear revenne 
provides a sum represented by the figure S V W the re- ' 
mainder being supplied by loans. In the fourth year, of a | 
total expenditure represented by £^ Z TS, loans are called 
npon to furnish the comparatively small sum of V ff Z T. 
It lies as an essential part of the treasury policy here de- 
fended that the newly established system of taxation ehonld 
be continuously expanded until financial exigencies shall 
have passed nway ; and this may be brought about either by 
a return of peace or by the fact that clear revenne has 
overtaken war demands. It is useless to any that this is J 
impossible : it is perfectly feasible, provided only a EtrouA 
and vigorous policy be adopted at the beginning of the war.M 
The difficult part of the task imposed upon the financier ieli 
during the first and second years of the war. At this time |j 
there is demand for wisdom and firmness, for no administr 
tion can recover itself if it indulge in weakness and ineffi' 1 
cieupy at the time when a policy is set on foot. 

Our conclusion, then, respecting the appropriate financial 
policy for the conduct of a war is the following: Keliance 
can not be placed wholly upon loans nor wholly opon taxes, 
but fiscal administration should be so adjusted as to gradually 
change the burden of expenditure from credit to clear inoome. J 
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CHAPTER 11. 

CLASSIFICATION OF PfBLIC DEBTS. 

The eminent Fi-ench financier, M. Lcroy-BeauHeu, enb- 
mite two claBsifications of public debts — tlie one pertaining 
to the fnndaraental character of the debt, the otlier to the 
conditionB of the contract. In the former, the character of 
a debt is determined by the motive upon which the govern- 
ment relies for securing money ; in the latter, questions of 
time, of principal, and of interest present themselves for 
consideration, it is my purpose, in the present chapter, to 
follow out the classification hero enggested, and to call at- 
tention to certain technical problems tliat naturally arise in 
the conrso of creating a great national debt. 

' Consideration of Debts as regards their Fundamentai Char- 
acter. 
Oar study need not be long detuned by a eonfiideration 
ot patriotic loans. They can not form a permanent part of 
a financial policy, for the motive upon which they rest is 
spasmodic and uncertain rather tlian steady and reliable. It 
ia true that an administration may avail itself of popular 
enthufiiaem for a popular cause, and sell bonds in larger 
amounts or on more favorable terms than would be i>06Bible 
under ordinary circumstances. Nor is it derogatory to the 
dignity of the financier that he avail himself of such a state 
of the public mind, but he must regard the conditions in 
which this is possible as a gratuity of fortune, and make his 
appeal for assistance when popular enthusiasm is at its fiood, 
for to arouse this at will is beyond the power of any maiL 
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Forced loans, as they are known to tlie science of finance, 
rest npon the desire common to all men to escape a threat- 
ened evil. A full acconnt of this method of filling a de- 
/ pletcd treasury vould make a long chapter in financia] hi^ 
j tory, for plans of extorting money under the guise of loana 
I are as nameroos as they are eurions. Oiir present interest^ 
V / however, is confined to the issue of legal-tender noteSj sinca 
Vx this is the chief method of enforced borrowing practiced by 
[\>modeni govemments. 

^ But in what manner, it may be asked, does an issne of 
legal-tender notes constitute a forced loan i To answer thia 
question it will only be necessary to call attention to the 
manner in which such notes are put into circulation. The 
government being in need of commodities, and having no 
money to pay for tbein, goes npon the market, buys what it 
wants, and gives in return a written promise to [jay. So far 
the transaction seems to be one of simple credit. But it shonhl 
bo noticed that, if this promise of the government were a 
Bimple note of band, there is no likelihood that deulere would 
care to secure the government as a customer. It is essential 
that dealers should receive such payment as will enable them 
to meet their own husineea obligations. In order, then, to 
relieve those individuals from embarrassment who in the first 
instance supply the state with goods or services, the govern- 
ment, acting in its capacity as a sovereign, attaches to its 
notes the legal power of paying private debts. Reduced to 
plain language, this means that all men must receive public 
notes or suffer the penalty of refusal. The universal accept- 
ance of such notes rests npon the fear which men entertain 
of incurring the displeasure of the government ; for, by de- 
claring its promises to be a legal-tender in payment of private 
debts, the government virtually threatens to withdraw full 
protection in matters of contract from every man who refnaes 
to assist in floating its notes. As viewed by the government, 
the issue of these notes is the placement of a debt, since by 
means of them it secures immediate control over commodities 
in return for a promise of future payment ; as viewed by the 
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public, it ia the forced placement of a debt, eiiice no man, 
unless be choose to retire from business, can elude the necea- 
Bity of delivering goods for these notes. 

It ia no part of the science of finance, strictly regarded, 
to consider the argument against an irredeemable paper 
money, and yet that argument is so simple that it may be 
presented in a single sentence. It is safer, in the long run, 
to trust nature to determine the proper amount of money 
in circulation than to place Uiat power in the hands of any 
l^slatnre. Especially during a period of war, when the 
temptation to inflate the currency is the strongest because 
the pressure upon the public treasury is the heaviest, should 
the educated sentiment of a country most strenuously oppose 
resort to such a delusive method of financiering. The issue 
of inconvertible paper raoney is most certainly delusive, be- 
cause a redundant and local currency adds unnecessarily to 
public burdens, and because, resting upon the coercive power 
of the state, it in reahty is a tax under the guise of a loan. 

There is no financial argument in favor of an issue of ^ 
legal-tender notes except the erroneous one that in this man- 
ner the government eludes the necessity of paying interest 
upon such capital as it may borrow. It is true that a small 
amount of convertible notes may be issued in ezceee of the 
coin held for their redemption, and there is no reason why 
corporations rather than the public should reap the advantage 
of sncb an issue. But this is quite a different measure from 
the collection of capital by means of a forced circulation of 
paper money, A note convertible into coin need not be 
clothed with legal power of paying private debts, for it read- 
ily passes by virtue of the value it represents. Nor can there 
fee any necessity of making treasury notes a legal tender ex- 
cept they be issued in excess of the general demands of trade. 
From this it appears that, when a government decides in 
favor of forced circulation, it takes a step leading inevitably 
to the inflation of general prices, and to the depreciation of 
its own obligations of every sort. But, since all these obliga- 
tions must be redeemed in specie, the premium that comes 
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to tlie creditor at redemption amounts for all practical 
poses to a payment of interest on capital borrowed. 

Still it may be urged that legal-tender notes are prefer- 
able to bonds bearing interest; for both alike sufEer discount, 
but by means of tbe former the treasury escapes all demands 
until the government sees fit to make payment of the princi- 
pal. Such a position might be tenable were it not that the 
indirect evils entailed by an inflated cmrency more than 
overbalance any relief that maybe experienced by avoiding 
the temporary payment of interest. The discount upon 
bonds, which ie here used as an argument for the issue of 
notes, is in large measure traceable to a lack of confidence 
which a resort to legal-tender notes throws upon treasury 
administration. It is childish to claim, as did Secretary 
Chase, that bonds are placed at par becanse sold at par in 
depreciated paper. Bonds payable in specie must partake 
of the discount of the paper with which tbey are bought. 
It should be held firmly in mind that a resort to forced cii^ 
oulation is only necessary when tbe circulating medium is 
redundant, and from this it follows that every new issne of 
notes, inflating yet further the currency, Ti'ill increase tbe 
discount npon bonds. It is believed that every sound prin- 
ciple of finance and economy stands opposed to the employe 
ment of notes which rely upon their legal power of paying 
debts for their ability to circulate ; and, as was shown in 
previous chapter, tiieir use is confession on the part of 
administration of financial incompetency. 

Omitting further consideration of patriotic and forced 
loans, the administration may, in the third place, rely on 
nntary loans as the basis of all operations in public credit. 
In this case men are induced to place their capital at the dis- 
posal of the government, because it Appears to them to l>e a 
profitable form of investment. This commercial motive 
forma a good basis for fiscal transactions, because it is steady 
and reliable. It is for this reason that voluntary loans must 
be accepted as the only permanent and satisfactory foiuida> 
tion of credit transactions. Under the existing condition of 
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legal ftnd personal rights, this ia a self-evident financial truth. 
"We Deed not, therefore, ajwod time in arguing for voluntary 
loans, but may proceed at once to consider various questions 
that arise in connection with the form of contract entered 
into between the etate and its creditors. 

Technical Qusations j>eTiaiiimg to the Creation of a Debt. 

So far m the conditions of the contract are concerned, 
public debts may be either floating or funded. That which 
distinguishes the one from the other is perhaps lather the 
grade of the obligation, considered fls coiuinercial paper, than 
any peculiar wording of the contract. All floating debts, 
and ttiere are many sorts, lack the essential element of first- 
claes conimercial paper ; they do not bear upon their face evi- 
dence of their own genuinetiesB ; they are not negotiable, 
but are of the nature of running accounts any item of which 
may be contested. Due-bills, warrants, commissary certifi- 
cates, orders from the general of an army upon the treasury, 
each are the sorts of obligations that go to make up a float- 
ing debt. It is true that speculators may buy such accounts, 
bat the government retains the right of investigating each 
particolar claim. This is not tme of a funded debt. When 
the government hae placed a bond, it no longer retains the 
resenred right of making inquiry concerning the service 
rendered. A bond is itself evidence of a valid claim, and 
the language in which it is written expresses the extent and 
nature of that claim. 

May the minister of finance consider favorably the em- 
ployment of floating debts ? One can not reply that float- 
ing obligations are wholly at variance with the requirements 
of sound financiering, for many cases arise in the administra- 
tion of a public treasury when their use is absolutely 
imperative. For exam]>le, during the prosecution of a war it 
frequently becomes necessary for the commissariat to issue 
warrants in payment forsnpplies, or for a commanding general 
to write an order upon the treasurer in payment for horses 
impressed into the service. In ordinary peace administra- 
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tion, also, temporary debta are frequently necessary for the 
aettlement of claims and running accounts. 

Cut, though floating indebtedness may not bo wholly 
avoided, the leanings of an administration should be always 
toward funded obligations. Many reasons might be pre- 
sented in favor of this rule. Thus, for equal amonnte, a 
floating debt rests more heavily upon public credit than a 
funded debt, because of the uncertainty and confusion 
which it is likely to introduce into public accounts. 

Again, for equal amounts of commodities secured, it is 
more expensive to deal with floating than with funded debts, 
and the rate of flnal expense increases with the age of the 
obligations. The explanation of this is that, when a man 
has a claim upon a government, he is apt to put it as high aa 
possible, and the longer this claim runs without being ad- 
justed, the more extended will be his demands. His mem* ■ 
ory will probably hold firmly all the facts in his own favor, I 
while the longer the time intervening between the service 1 
and the settlement, the more diilicult will it be to secure 
rebutting testimony. Or, if one consider such floating 
debts as arise from army impressments, where an estimate of 
the amount duo is made at the timo goods are taken, it can 
not be denied that the price paid will be higher than if the 
commodities had been bought with cash in open market. 
Or, were we to consider municipal and local financiering, tba 
reasons against the use of floating debts would appear in a 
yet stronger light; hut sufficient has been said to lead to the 
conclusion that sound financiering inclines always toward 
fuudcd obligations, and will liquidate floating accounts with 
all possible speed. 

Passing, then, to a consideration of funded obhgationa, 
the completed classification of debt paper is suggested by 
the two following questions ; 

Is there any mention, in the contract, of the sum of money 
given over to the government at the time the obligatioa 
was created ? If there is no such mentioned, and the con- 
tract is simply a promise to pay yearly or periodically a stated 
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Bnm, the debt U regarded as an annuity ; if, on tho otlier 
hand, there is sncli a mention, and lie who buys the evi- 
dence of del)t buys the right to reclaim the amount origi- 
nally paid, together with an annual payment of interest, the 
form of the obligation is that of a common note, called by 
varioufi names in various countries. In this essay such notes 
are termed bonds. 

The second question aska if the contract states when the 
debt mD3t be paid ; and, provided such a statement exists, 
whether a definite time is mentioned for snch payment 
and definite eonditions prescribed, or whether the whole 
matter of reimbursement is loft to the choice of the govern- 
ment. This consideration of time shows annuities to be 
of three sorts : those drawn to lapse at soiiio specific time, 
called terminable annuities ; those drawn to lapse at the 
death of the annuitant or some stated number of his as- 
ragnees, called life annuities ; and those drawn to run in 
perpetuity, or perpetual annuities. Bonds also may be drawn 
so as to establish what are technically kno^vn as time debts, 
or perpetual debts ; but so various are the other conditions 
to which they conform that it will be more satisfactory to 
allow their further classification to emerge from a discussion 
of certain technical questions that always arise in the course 
of contracting a debt. 

L Shall the financier strive for ■uniformity or admit of 
variety in the plaGement of deht-pajper f 

This is the first question that arises in the establishment 
of a debt system. It may be well to remark at the begin- 
ning that complete uniformity is impossible. Under certain 
conditions, floating debts must be made use of, and tliere is 
no reason to suppose that in the placement of funded obliga- 
tions the same conditions will always continne. In the pre- 
viottfl chapter it was shown that, during the prosecution of a 
war, the character of the financial problem changed with 
every euccessive year ; how, then, may one hope that the Bort 
of debt paper most higlily successful nnder one set of con- 
ditions will serve equally well for other circumstances? 
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The advocates of uniformity would probably admit of 80 
much variety as is here euggested, but would argue for a tini- 
form consolidated debt. Their defense of such a conclusion 
would be that diversity of debt paper iutrodaces coufnsion 
and obscurity into public accounts, and in coneequence 
weighs heavily upon public credit. As stated by an Ameri- 
can writer, " A public debt, to command confidence, slionld J 
be simple in its plan, easily understood, of one kind, andl 
without contingencies." ' This seems to be one of tboBB \ 
cast-iron rules so fretioently promulgated by men who look 
only on one side of a question. A guarded vaiiety in pub- 
lic obligations tends to strengthen public credit, because it 
permits the financier to conform to the differing needs of 
money lenders. To adopt the strict rale of uniformity 
would show the same disregard of business principles aa if 
a merchant should keep ou hand but one pattern of calico. 
Moreover, it is a mistake to suppose that variety necessarily 
throws public accounts into confusion. It may lie carried so 
far as to introduce complexity, and give rise to a want of 
confidence. Previous to 1870 the finances of the United 
States were open to this criticism. There were at that time 
twelve sorts of notes bearing 6 per cent interest, five differont 
kinds of fivc-per-cent notes, and five sorts of 7-30'b. An ex- 
treme application of the principle of variety like this should 
be avoided, bat the policy of granting the minister of 
finance no httitudo would frequently force bim to close with 
bargains less advantageous to the government than the ne- ■ 
cessitios of the case require, A moderate variety of debt I 
paper, therefore, may be admitted inf« a good debt system ; I 
for by meeting the known wants of the several classes of in- I 
vestors the market for stock will be extended, and the cent- f 
petition among buyers will tend to raise the credit of the I 
government. 

II. Which ydnn of contract is ike more advantageous to I 
the public — OM that hinds tlif govemmejit to an annual pa^ 1 
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I ment of a defnile amount, or one i/iat calls /or interest-jiay' 
Tnen(a untU reimfyiiTsement of the siem originally borrowed f 
Tbis qneation brings into compariBon the relative claims 
of annuities and bonds. In the seventeenth and eighteenth 
centuries annuities were quite generally defended by finan- 
cial writers and adopted by govemmeuts. This followed 
naturally from the system of economic thoiight then preva- 
lent, which taught that the payment of interest upon a debt 
held within a country could not possibly be the aource of 
injury to tlie people. There are many expressions of this 
opinion to be found in the writings of the times,' Accord- 
ing to Finto, public debts increased national wealth by the 
whole of the capital which they represented. Bishop Berke- 
ley called public debts a mine of gold. Melon, who waa a 
Mercantilist writer of importance, regarded the payment of 
interest entailed by a public debt as passing money from the 
right hand into the left. Voltaire declared that no people 
could become irapoveriehed who paid interest only to them- 
selves. Under the direction of such ideas it is no occasion 
for surprise that annuities should have been preferred to 
ordinary bonds. By means of them the government aecnred 
a large sum of diapoaable capital on the basis of a slight in- 
crease of the tax-levy ; and, so long as the creditors remained 
citizens of the debtor state, it wafi thought that a people could 
not be impoverished by the annual payments. But at pres- 
ent this old theory of public debts has been abandoned. It 
is now admitted that the distribution of wealth within a 
country is of as much importance to its public economy as 
the possession of wealth ; and, since it has been recognized 

I that the payment of an annuity out of taxes is the payment 
from one set of citizens to another, the whole question of 
public obligations is thrown into a different light. It is these 
clearer ideas with respect to interest-payments that have de- 
prived annuities of their strongest defense. 
But the chief argument against annuities is found in the 



"Truli Je U Ptiencg dcs Finances," Lero7-Bc«u!ieu, toL ii 



153 



NATIONAL DEnCIT FHANCIEKINQ. 



fact that a contract of tins form once delivered liee beyond 
tlie control of the government. It can not be re-adjoBted to 
conform to changed conditions of the money market. There 
are two waya in which this fact Bubjecte a government em- 
ploying annnitiea to loss. In the first place, annuities do not 
permit any reduction in the rate of interest paid in case tlie 
market price for money falls bulow the price at which the 
debt was originally contracted. Had the debt, on the other 
hand, been drawn in the form of a bond, any fall in tlie price 
that must be paid for money would have permitted the gov- 
ernment to place a new loan at reduced rates, and with its 
proceeds to have extinguished the old debt. This would 
have occasioned a direct saving equal to the difference in 
annnal payments required ; but the government that makes 
use of annuities when creating a new debt is deprived of the 
opportunity of such saving. ■ 

The second loss entailed by annuities (we here consider I 
perpetual annuities only) makes its appearance when & gov- < 
ernment nndertakcs to extinguish its obligations. A perma- 
nent annuity can only be paid by purchase on the market, 
and the price demanded will be equal to the capitalization 
of the yearly payment, computed on the basis of the current 
interest. It follows from this that, in case money falls in 
value, the price of an annuity must rise in a corresponding 
degree, and the government that undertakes to free itself 
from debt will be under the necessity of paying a premiunl 
for every annuity purchased. Had the debt been contracted i 
in the form of a bond, the loss occasioned by the payment I 
of this premium would not have been entailed. It is for I 
these reasons that annuities have been quite generally aban- 
doned as a means of placing new loans.* 

' The facts here preaented maj be rendered pcrlectlT clear b; k MmptriHiD 
of the foUo*iiig cssea ; 

Casi L — A goremiDeDt borrows $20,000, in Ihe form of boDib, at S per [ 
oeot inl«reBt; Iha yearly paynjcnt would tboa be (1,000. Suppose llie rUe of I 
iniereet falls bo that the bonds may be converted Into thiee-per-oents, the jtulf I 
paytaent fills to (BOO, and the annual Mringto the pabUcli (400, the prindpat I 
ramoiaing unchanged. 
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ni. What may be said respecting the element of time as 
a factor m credit contracts T 

A consideration of the element of time introduces a vast 
variety of debt paper. The study of tlie present poragrapb, 
which pertains altogether to bonds as diatingniehed from 
annuities, will bring to our attention the following epecies 
of obligations : Temporary debts, perpetual debts, debts pay- 
able at the expiration of a specified period, limited-option 
debts, and debts payable by installments. It should bo re- 
marked that these stipulations regarding time of payment 
pertain to tlie principal rather than the intereet of the obliga- 
tions, and also that a contract may prohibit a government 
from payment as well as grant creditors the right of demand- 
ing reimbnisement. 

There is no strict rule according to which a temporary 
debt may be defined. A deposit payable at ten days' notico 
IB certainly a temporary obligation, while a bond running 
for^ years will be denied that character; but at what point 
[ the one passes into the other it is difficult to say with assurance. 
It seems that this question ought to be decided differently 
for different countries, according to the organization of their 
respective governing bodies. In general, a debt that calls 
for payment by the admiuistration that incurs tlie obliga- 
tion may be termed a temporary debt ; while one that out- 
lasts the most radical changes in the actual governing body for 

Oiai IL — A govcrnmsnt borrows f 20,000, in the form of annuities, when 
intercBl Id G per cent. Assuming the tDouil; to be perpetual, tbe amount to 
1m annuoll]' paid, nnd nhich is specifically slatod in the contract, maj ba si- 
■mned to lie (1,000. In cose Interest falls ta 3 percent, the goremmeDt 
most continue to pay each jear g 1,000. Thus the firet loM mnained b; tbe 
(tste I« tbe opportunitj ot saviog annually |<00, The second loss niakei its 
kppeuonoc when the goTernmcnt undertakes to purctutso la onu obligations foe 
tbe purpose of eitinguisbing tbe debt, for an annuity at any time would be 
worth its capitalized sum at the trurrent rate ot interest. That Is to say, mq 
unuity of (1,000, when interest ia at S per cent, would he worth |S8,SSS. 
Thus, in addition to the lost o|ipoituaily of lightening the burden of the debt 
while it lutB, there is U> be reckoned the actual loss of f 13,333, whidi must Iw 
drawn from the proceeds of hues in order to pay the bond, In excess of the snin 
ori^nally borttiwed. 
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which the constitution provides can not properly be so clasd- 
fied. Upon the basis of tijia distinction, it appears that the 
extreme limit of a temporary loan in the United States 
would be four years ; not alone becanse the executive mufit 
be changed once in fonr yeare, bnt also because it will prob- 
ably require that time for any radical modification in pabhc 
sentiment to find its way into the composition of Congrea. 
So far as I am aware, this country has never put out a four- 
year bond, her temporary loans having varied from depoeits 
on call to three-year credit paper. 

But what is the meaning of temporary obligations, andl 
when may they be properly employed ? There are three in- I 
terpretations that may be given to them, and three sets of 
conditions that justify their use. Thus, temporary debts may 
be systematically employed by an admiuistration that has , 
adopted the policy of deficit rather than surplus estimates} J 
they may be properly resorted to when a tax-loan is to be is> I 
sued ; and they may bo also used, though with great cantaon, I 
to make headway against the first stress of a sudden emeivl 
gency. 

Attention was called in a former chapter to the evil con- 
sequences that flow from administering a public treasury in 
the presence of surplus revenue, and the conclusion was 
there reached that the appearance of a constant deficit in 
annual appropriations may be evidence of close estimates, 
and not of bad financiering.^ It was also pointed out that 
the danger in ordinary deficit financiering lay in the tempta- 
tion, which must certainly present itself, of fimdlng instead 
of paying the obligations so incurred. To guard against the 
growth of permanent claims, it should stand as an inyariable 
rule that the principle of temporary indebtedness must at- 
tach to all financial operations of this sort. It is true that 
this policy contemplates the constant creation and coDStant 
expungement of public obligations, but one who objecta to 
it for this reason docs not understand its claims. The funda- 
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mental trath upon -which it rests is that, in the long run, 
income from taxes must meet expenditure, but tliat there 
will probably be temporary discrepancies leading to deficits. 
These deficits might be obviated by undereetimating revenue, 
bat both analysis and experience declare such a decision to 
be unwise. It is better to make estimates close*, and borrow 
to cover any discrepancy. In reality, therefore, the policy 
of temporary debts, which is hero advocated, is merely a sys- 
tematic method of throwing the deficit of one year on to 
the surplus of another ; and if adequate provision for the 
debts of any given year bo made in the euauing estimates, 
the benefits of deficit financiering will be secured, while the 
country incurs no danger of a constantly growing debt, It 
18 then possible to interpret the presence of temporary 
debts, as evidence of close appropriations and accurate esti- 
mates, and one may rest assured that, when they are thuei 
employed in the interest of good budgetary financiering, 
the Baring in estimates will more than balance the slight pay- 
ment -which they entail in tlie form of interest. 

Those temporary debts eaUed " tax-Ioana " may perhaps 
be the best understood through the analogy of common bills 
of exchange. The meaning of a mercantile bill is, that goods 
capable of discharging the sum declared due are on their 
way to the consumer ; and that, upon the final sale of Buch 
goods, a fund is established, from which all claims arising in 
the course of their production may be at last settled. Thus, 
a bill 18 evidence of a claim upon the proceeds of a sale. To 
discount a bill, therefore, is to anticipate payment from a 
fund tliat, in the ordinary course of trade, is sure to arise. 
In like manner the placement by the government of a tax- 
loan is the method which it adopts of discounting assured 
revenue. The only purpose of such a loan is to anticipate 
a specific income. The principal of such debts can not be 
greater than the sum which must shortly accrue to the pub- 
lic treasury, otherwise they loose the essential characteristic 
of tax-loans. 

The financial records of the United States offer no more 
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perfect examplo of obligations of this atirt than is presented 
by the direct lax-loan o£ 1815.' It will be remembei-ed that 
the endeavor to carry on the war of 1812 without directly 
appealing to the resources of tlie country had at this time 
been confessed a failure ; and that Mr. Dallas, who was 
called into the cabinet as Secretary of the Treasury, pro- 
posed a vigoronB system of taxation.' But the presBing 
needs of the government could not wait the ordinary 
coarse of newlj-Ievied taxes ; a loan, therefore, of $6,000,000 
was authorized, and the coTitract declared that this sum 
sliould be paid out of the tirst proceeds of the direct tax. 
Here is presented the true cliaracter of a tax-loan ; it mast 
be temporary ; indeed, it is not understood nutil recognized 
as a subordinate part of a system of taxation. An adminis- 
tration will seldom find itself in circumstances calling for its 
use, but it may, under certain conditions, be of great ossst- 
anc« to the minister of finance.' 

In the third place, temporary debts may be regarded as 
indicating that the administration has experienced some on- 
usual demand for money, which it believea to be of a transi- 
tory nature. Tliis may result from a deficit in the accna- 
tomed revenue, traceable to some passing disorder in com- 
mercial relations ; or it may arise from the necessity of 
providing immediately for some extraordinary service. In 
either case, the considerations that favor the use of tempo- 
rary loans vary with the strength of the expectation that 
the demand will be transitory. The arguments which favor 
this conclusion have been already presented. Sudden clianges 
in the established tax-rates ai-e undesirable ; running accounts 
and unsettled claims are in the highest degree pemidons; 

' Januiry Sth. * Cf. ante, p. ISB. I 

* The tuaa prindplo ipp1!o« it tte loan anticipates any other eourw of rer^ 
nueOian tbat ariting from taxes. For emmple, in 1814 (March Sl)b(HidHwera 
Isaucd to Indcnmltr certua claimaQta of public landa In tbo Uiisiadppi temWi7, 
which were redeemable out of tbe proceeds arising from the aales of aucli l«nda, 
afLcr noce8BiTj public eipcnBCB had been corercd. Tliere are, houerer, but 
few infltanccs in which the rnited StalM goTemment bus mortgaged 
ic*euue for apcdSe obligatioiu. 
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long-time debts are unnecessarj ; ehort-time obligations are 
all that remnin to the financier, and fit well the demauds of 
good treasury management. 

Still, the financier ehouM recognize tliat, in employing 
temporary obligation nnder such circumstances, he stands 
Tipon dangerous ground, for he is calculating upon a future 
that is quite nncertain. All debts contract«d to make head- 
way against 6uddeu demands should be drawn so as to out- 
last the emergency that calls them forth. As an illustration, 
the expenditure occasioned by an Indian war might well be 
met by paper running two or three years, for such a war 
could not possibly encroach upon the resources of the-treas- 
tuy, and there is httle danger fliat it would lead to foreign 
complications. But, when half the people rise in revolt, or 
when a quarrel touching the interests of European states is 
forced upon the administration, it is not wise to rely too con- 
fideotly upon a speedy termination of difficuties. The use 
which Mr. Chase made of temporary debts at the beginning 
of the late war is open to jnst criticiBrn, In the first nine 
months of his administration there were received into the 
public treasury, to tbe account of loans, $192,200,000, and of 
this amount only §45,700,000 was contracted on stiffici^itly 
long time to outlast the war. Two loans of J50,000,000 each 
fell due just when the pressure upon the public treasury was 
■tiie most severe — the one upon August 19, 1864, the other 
■upon October 1 of tbe same year. It needs no remark to 
show that the unwillingness of the administration to recog- 
nize that it had a war on its hands constrained the Secretary 
to press unduly the claims of temporary debts, and to nn- 
necessarily complicate tlie financial problem with which he 
Trafl obliged to deal. 

Assuming, then, that tcmporaiy obligations may with 
propriety be employed, their purpose will perhaps be best 
served by treasury notes bearing a low rate of interest. The 
presence in the community of a moderate amount of such 
which may quickly and quietly be bought and sold, 
reat commercial convenience, and this fact insures its 
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acceptance upon favorable terms. Tliese notes, however, 
should be ao drawn as to sorre tlie purpose of banking paper 
and temporary investments, and shoald never be of sach 
small denominations as to find their way into retail transac- 
tions. The reason for this is that the ad mini strati on would 
otherwise incnr the danger of injuriously affecting the 
cnlating medlnm of the country by means of ita treasniy. 
operations. Subject only to this restriction, public convem. 
ience should determine the form of treasury notes, for tlM, 
wider the market which they find, the greater is the 
ance which they are able to lend in supporting the credit of' 
the goverhment. Thus, certain United States notes, issued 
during the late war, were charged with 7*30 per cent inteis 
est, because that rate, computed upon a note of $50, amoaatB 
to one coTit per day ; their circulation, therefore, was not ob- 
Btructed by cumbereoine calculations of interest. These notes 
could change hands twenty times a day without calling for 
a set of interest-tables. It is quite common, also, to clothe 
treasury notes with the power of paj'ing government daea. 
This certainly assists in securing for them an extended cil^' 
culation, for under euch a stipulation they partake of the 
character of a tax-loan. Indeed, the only difference is that 
treasury notes receivablo for taxes are accredited to geoetal 
taxes rather than to a sjiecial tax. Theee minor points caiL 
not he with safety overlooked by the financier who wouir 
attain the liigheet success as a fiscal administrator. 

It is not, however, necessary to rely upon treasury nol 
1 the only form of temporary debt^^. It may be advanl 
l^geons for an administration to accept money as deposits 
call, or at short notice, and pay therefor a low rate of inter- 
est. At one time during the administration of Secretary 
Chase the government was responsible for obligations of this 
sort amounting to more than $100,000,000. Much may be 
said in favor of such a measure, especially if the government, 
unite under its direction the policy of deficit financiering; 
and the control of a national bank. For, under snch circnm- 
stances, deposits in the public hank might be used to oov< 
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ranning deficits, and tlie government would thus be enabled 
to discount its own bills. The important queetion for the 
financier who accepts deposits on call pertains to the rate of 
interest that should be paid. Without entering into a dis- 
cussion of the relation that exists between a public bank and 
private banks, it may be said that this rate should never be 
80 high as to draw capital from ordinary business invest- 
menta, or to throw upon the hands of the government more 
money than can be used in the ordinary course of its business. 
And from tliis it follows that the treasury authorities should 
retain the right to change at will the rate of interest paid, 
for it would otherwise be impossible to regulate the amoant 
of money charged against the state as temporary obligations. 

The general principles that should control in the admin- 
istration of temporary indebtedness have been presented in 
the foregoing discussion. So far as the United States is con- 
cerned, with its policy of commercial isolation realized in the 
independent treasury, and with its policy of surploB finan- 
ciering, epringiug directly fi-oni the desire for industrial pro- 
tection, the question of temporary debts is of no importance 
except when the administration is pressed by some great finan- 
cial emergency. That is to say, this country has made the 
most use of temporary obligations at that time when their 
nse ifl the most dangerous, and has refrained from appealing 
to them under those conditions when their employment 
would be of the most marked assistance in the administration 
of public finances. 

As distinguished from temporary obUgations, stand those 
debta 60 drawn as to continue for some considerable time. 
Here are introduced for our consideration debts which run in 
perpetuity, as well as those which become redeemable, or de- 
mand payment, at some specific date. One should not be 
nusled by the expression perpetual debt. Such an obliga- 
tion is not one that can only bo extinguished by purchase, 
but rather one whose contract mentions no time at which 
payment may be demanded, and fails to guarantee the in- 
veator against repayment of the principal for any definite 
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period. Refereuce may be made, for purpose of tllastratioDi 
to the three-per-cent etock created by the first Congress to 
assist in refauding the Revolutionary debt. This stock was 
made redeemable at the pleasm-e of the govemnient, and con- J 
Bequently conformed to the requirements of a perpetual debb 1 
Other instanccB of debts drawn upon this model are quite j 
rare. Indeed, one is w-irranted in saying that perpetaol 
debts pure and simple belong to Federalist administnititHl, 
for since ISOl there are but three instances of loans of tluF _ 
eorL 

From the time when the first Republican party came Wfl 
power until the second Republican party assumed control of i 
the National government, an altogether different principle 
eeems to have controlled in fashioning debt contracts. The 
obligations of this period stipulate that the creditors shall, for 
a stated number of years, be secure in the enjoyment of their 
investments, but that at the expiration of this period the 
debt shall become redeemable at the pleasnre of the govern- 
ment. For the most part, the date at which the bonds 
become re-imbursable is stated in the text of the law 
which authorized them ; as, for esample, the loan of 1848 
was declared to bo re-imbureable at any time after tsventy 
years. There are, however, variations from this most simple 
form of contract. Thus, the law authorizing the six-per-cent 
loan of 1816 forbade the administration to enter into any 
engagement or contract which should preclude payment at 
any time after December 31, 1827. In such a case as this, 
the empowering act names the most extreme date for which 
Congress deems it advisable to sign away its privilege of 
redemption; and the financier, understanding the spirit of 
the law, should endeavor to make the actual time agreed 
upon less than the limit granted. From one point of view 
this is an advantageous way of placing a debt, for it gives 
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Ttieso caseB are : A loan ol (7,0(K),noO luIboHied April 10, I81S : B loui 
3,000,000 luthoriiod May 20, IsaO; and certain ilocii iaaued in lieu o( 

" bonDtj-Iand scrip " to the soldiers of tbe Meiican war. Cf. Act of Febnurjr 

11, 1S4T, no. 9. 
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the administration an opportnnitj to fasliioa ilB oLligationa 
to the erpreesed wiahos of cuBtoiuera ; but the variety of 
debt paper which rauat in tliia manner be introduced, leading 
to complexity of acconnts, will more than counterbalance any 
fluch advantages. 

But, returning to the question first suggested : "What is the 
Gsseutial difference between a bond re-imbareable from the 
date of its iasue and one the redemption of which is denied 
for ten or twenty years i This distinction, which upon ite 
face appears to he very slight, is one of the moat funda- 
mental that presents itself in the entire course of credit 
operations. It can not be understood until traced back to 
the policy respecting the ultimate payment of debts with 
which each form of contract stands in harmony. A bond 
re-imbursable from the date of its issue shows groat careless- 
ness on the part of the administration as to ultimate pay- 
ment ; on the other hand, a bond guaranteed agjiiust imme- 
diate payment is evidence of an intention to escape the evils 
of perpetual indebtedness. This is not difficult to under- 
stand when it is noticed that money lenders desire some per- 
manency in investments,' and if the government will not 
guarantee this in the contract they will themselves secure it 
by refusing to pay full value for the bonds. They know 
well that a government which sella its obligations at eighty 
cents on the dollar will not be likely to make quick payment 
at par ; and, reasoning from this fact, if the government in- 
•ists upon the right of re-imburaement at pleasure, they de- 
mand a bond bearing a nominal interest so low that it may 
be placed upon the market at discount. It is sometimes said 
that Mr. Hamilton believed in a perpetual debt, and when 
one notices the form into which he threw the obligations of 
the United States, the only escape from this conclusion is 

' In 1TS3, agmts of tbe Uoited States in Amslerdim, clinrgi-cl vith con- 
tracting a public loan, vrots ai folloirB: "In vain did vo itrive to stipulate 
• righl tot the United States to re-imburse the principal or part of It at thdr 
pleunre. Tha condition was potitjvely aod alHolatcif objected to." In this 
0*M the bonds did not hare a fluctaaliog pnco. 
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to say that lio was ignorant of the true meaning of tlie OOD^ 
tracts wliich he created. On the other hand, it is known that 
Mr. Gallatin held strennouslj to the policy of debt payment, 
and with hiB administration, as we have seen, debt paper be- 
gan to be fashioned after a new model. 

"With the law of February 25, lSfi3, a new claose wae 
introduced into the contracts of public debts. It was aUpo- 
lated that the bonds created u]>oa the authority of this act 
should be " redeemable at the pleasure of the United Qtai£6 
after five years, and payable twenty years from the date " of 
their issue. It seems appropriate to give the name of lim- 
ited-option debts to contracts of this sort, for there is a lim- 
ited period during which payment of the principal is at the 
option of the government. France has made some slight 
nse of this form of contract, but for the most part its 
ployment is confined to the United States. It is known ia. 
Europe as the American system. 

But it is difficult to see what peculiar advantage is foond^ 
in (limited-option debts! The clanse which permits the cred- 
itor to demand payment at a specified time is no gDarantea 
against the establishment of a perpetual debt, for one Icgifr 
lature can not bind a subsequent legislature to continue 
policy of debt payment that it may have begun. A law may' 
provide that a specific debt shall be taken up at a specified 
time, hut since provision for tliis may be made by tlie sale 
of new securities, such a provision can not be effective for 
extinguisliing indebtedness. It may be said that such r 
clause in the law ia educative in its tendencies, but, wheBi 
one considers how common are long-time contracts in tin 
course of ordinary business, and how familiar is the pract 
of paying one debt with the proceeds of another, this 
ment must be regarded as a little fancifnL 

But not only is this clause, introduced into the contrsci 
of indebtedness of the United States by Mr. Chase, nselee^, 
it may prove the occasion of embarrassment to the adminis- 
tration. Suppose tlie country to be in the midst of a t^yiDg^' 
war when the debt falls due, what effect will maturing oWi» 
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gations be likely to exert upon public credit J Will not tbe 
necessity of placing redemption bonds, in addition to bonds 
Bold for milking headway agaitist extraordinary expenditure, 
tend to complicate' treasury aiEairs and depress public credit l 
The expense of thrf operation also is against it, and tbis may 
easily be avoided by making the bonds payable at the pleas- 
are of the government. The United States has thus far 
escaped any embartassment from the free use made of lim- 
ited-option bonds, but this is due rather to her good fortune 
than to the foresight of her financiers. A good financier 
will always make tho best possible provision for the worst 
possible contiugenciffi ; and this he can not do unless he 
keeps a debt well under the control of the government. 

It remains yet to consider (debts payable by installments J 
The act of November 10, 1S03, upon the authority of whidi 
stock was issued for the purchase of Louisiana, provides on 
illustration of such a debt. In this case, there was no option 
whatever granted the government, the principal being mads 
payable in four equal annual installments. When some special 
and limited demand for money arises in the course of peace 
administration, especially if it be of the nature of an invest- 
ment of funds, there is no objection to contracts of tbis sort. 
.The supposed advantages arising from them is, that treasury 
operations are thus'keptdistinct, and impress themselves upon 
the administration as separate and independent transactions. 
It is thus observed that debts payable by installments spring 
from a desire to establish good budgetary management, but 
that nothing can be said in their favor as a means of carry- 
ing on the fiscal operation of a great war. Indeed, their 
Tery conception is out of harmony with an extended system 
of financiering, wiiile the arguments that lie against them are 
the same as those above nrged against limited-option debts. 

But there is another method of applying this idea that 
may not be so easily passed over. It sometimes occurs that 
file contract which creates a debt creates also the means of 

extinction, by demanding an annual payment more than 

icient to cover the interest. Thus it is quite common for 
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Egyptian obligations to demand that the iprincipal shall be 
redeemed in a stated number of years (fifteen being the 
BBnal time) by an accamulating sinking-fund, Tlie expunge- 
ment of the debt begins immediately Dpon the sale of the 
bonds. Bo far as the debtor is coacemeti, there is but one 
defense for such a contract. Ou condition that Die proceeds 
of the loan have been invested in some productive enter 
prise, which immediately brings a revenue into the publio 
treasury, it is but the application of sound commercial rnlee to 
throw the burden of the debt upon the earnings of the indtu- 
try, and to extinguish the claims against it as quickly as poed* 
ble. But if the investment must lie some time before beating 
revenue, as in case of a railroad or a canal, or if the money 
be borrowed for unproductive purposes, it is contrary to any 
principles upon which loans may bo defended that payment 
^ould begin as soon as the contract is signed. Loans are 
l-ior the convenience of the pubHc treasury, and, unless made 
payable at the pleasure of the government, may become the 
Boorce of unnecessary embarrassment. This policy also 
leads to the absurdity of paying debt while the treasury is 
under the necessity of borrowing fresh capital, which, to say 
the least, is an expensive amusement. The criticism upon 
Buch contracts as we are here considering is that they join 
two things that should be kept entirely distinct, namely: 
debt creation and debt extinction. 

Why, then, it may be asked, have English money-lendei 
chosen to throw the Egyptian debt into this form? 
answer is simple. Although unfavorable to debtors, it ifl o 
advantage to creditors when lending to weak and nnstaU 
states. The carelessness evinced by creditors as to the lengl 
of time that bonds may run springs from the fact that I 
state is conceived as a personage of perpetual life ; yet i 
case of countries like Egypt, capitalists do not like to calca- 
late upon too distant a future. It has been already shown* 
that the value of Egyptian bonds depends in large measore 
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upon the foreign policy of England, and, in the presence of 
Continental complications, tliis is a tiling that men do not 
feel tliat they can Bafely forecast. It, seems, then, that con- 
tracts of this sort may be accepted as evidence either of 
weakness on the port of the debtor or of distroBt on the part 
of the creditor. 

Again, a govornmcTit may enter into a contract bj which 
it is prohibited from paying its obligations more rapidly than 
at a fixed annnal rate. In this case payment by installments 
can not be demanded by the creditor, bnt redemption in any 
other manner is forbidden the debtor. The most interesting 
example of such obligations for American readers is that of , 
stock anthorized in 1700 for the redemption of the Revolu- \^ 
tionary debt. This stock is described in the law as " bearing 
an ioterost of six per cent per annum, payable quarter-yearly, 
snd subject to redemption by paymentfl not exceeding in 
ono year, on account of both principal and interest, the pro- 
portion of eight dollars upon each hundred." The govom- 
ment could begin this payment at pleasure, suspend it at will, 
OP pay less than two dollars annnally toward the extinction of 
the debt; but there remained no way of hastening payment 
dxcept by purchase upon the market The object of this 
provision was to gnarantee creditors in the enjoyment of that 
lAte of interest which ruled at the time the contract was 
its practical result was to eetablieh a twenty-four- 
annuity of %^ for every $100 originally borrowed. ^' 
n onr previous study of annuities it was discovered that 
long-time annuities did not meet the requirements of good 
financiering, because they nnnccesaarily embamssed the 
policy of debt payment. The same objection attaches to 
this plan of Mr. Hamilton. The record of subsequent treas- 
tiry operations renders it reasonably certain that a simple six- 
per-cent bond, guaranteed to run for twenty years, would 

' Tbli WM one ot tlie mittn indncemenM olfered bj Hr. HKmilMn to obtun 
BUburibara to hia loan. In bis fiimouB report on public crcillt, it wu auumol 
tlMt " the rMo of interoet of moacj in the United States will, ia Sre ^eais, fill 
lo five per cent, uid In twcot;; to four." 
13 
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have proved satisfactory to public creditors, aud have in- 
duced them to comply with the other conditions which the 
government imposed. This wonld have brought the larger 
part of the eix-per-eent bonds under the control of CongreBB 
in the years 1811 and 1813,' and permitted either their re- 
demption or their conversion into stock bearing a reduced 
rate of interest. But since the right of redemption, except 
at a stated rate, had been signed away, it was found neces- 
eary to continue the higher rate of interest upon the com- 
mon stock till 1813, and upon the "deferred stock" ontil 
182i.' As the matter turned out, the war of 1812 would 
have rendered such an operation upon the common Etock im- 
possible, had it been permitted by the contract; but this 
does not escuse the Federalists for having adopted a bad 
theory of funding. 

/ It has been further urged against payment by install- 
meuts that they encourage a spiiit of carelesa expenditure 
among the people — a result due to the small amounts in which 
the payments come. Referring again to the debt already 
considered, it was provided by the act of 1796 that the 
fiix-per-cent stock should be redeemed by dividends of IJ 
per cent in March, June, and September, and of 3J per cent 
in December. Upon a thousand-dollar bond this would 
amount to three payments of $15 and one payment of $35 
each year, one quarter of which should be accredited to the 
repayment of the principal. But, since it is difficult to 
find investments for small amounts, it is quite likely that 
the entire sum would be spent in current expenses, and, 
at the end of the twenty-two years required for estinguieh- 
ing the debt, the creditor would find his principal to have 
been consumed. Such is the argument, but I can not fully 
appreciate the importance that is attached to it. It appears 



■ Of tbis Mock Ibcra wu Usued 130,088,367, of which |14,1TVG0 « 
isiued in 1791, and (12,112,089 in 1763. U ore than half of the remBinderw 
lamed Id 1794. 

' This wM ■ ak-per-ceot stock, upon which pajment of any intereM wu d 
feiT«d unUl 1800. ItB amauiit not oae tUrd of the oonunon Bix-per-MDtt. 
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to me to confound pereooal saving with tbe baiUing of & 
natioDal capital. But, without considering the ecooomio 
doctrine upon which the argument rests, it is pertinent to 
notice that investers do not aeem to recognize the advantages 
of repajments in large Bums. Bj a law of February 11, 1807, 
a refunding scheme was set on foot which tested tho point 
at iBsue. The law authorized an exchange of the eight-per- 
cent annuity bonds for six-per-cent ordinary bonds payable 
at the pleasure of the government. The main inducement 
upon which Mr. Gallatin relied to secure the acceptance of 
hie proposal was the fact that creditors when paid would be 
paid in Bums large enough for re-investments. Out of $31,- 
800,000 of stock to wliich this law applied, |S,154,000 only 
were sent in for exchange into the new stock, thus showing 
that the public did not appreciate the Secretary's offer. It 
may be doubted if the thought of what men will do with 
their money after the government has paid it to tliem should 
materially influence a financial policy, 

IV. lihall loans he ■placed at or below par f 
We have learned from the foregoing study how neoessaiy 
I "it ia for the element of time in a debt contract to be fixed 
by the public authorities ; and we now proceed to consider 
whether it is of greater relative importance for the govem- 
meat to determine the principal of the debt or the rate of 
interest. There is another, and perhaps a more suggestive, 
statement of the question, namely ; Shall loans be placed at 
or below par? 

We must divest our minds at the outset of the common 

I error that it is possible for a government to decide upon all 

' the conditions under which bonds are issued. Not only 

is this impossible, but to endeavor to do so is evidence of 

obstinacy and ignorance rather than of a strong financial 

! policy for which it is so frequently taken. It is a just criti- 

ciem upon the administi'atiou of Mr. Chase that he did not 

adequately recognize his dependence upon ordinary business 

motives. In March, 1S61, a call wa£ made for the remnant 

of a loan that was authorized the February previous, and. 
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althongh the governinent wae in pressiDg need of money, 
Mr. Chase refused all bida bolow ninetj-foar cente. This, 
sajB Dr. von Hock, an Austrian writer of international 
repntation, was the firat of those errors comtnitted by the 
Secretary.' A farther ilhistration of the false ideas enter- 
tained by Mr. Chaec, as the representative of a state borrow- 
ing money, is presented in connection with the banking loans 
of 1862. These were two loans of §50,000,000 each, which 
certain bankers undertook to place for the govemment 
They were regarded as quite advantageous to the govern 
ment, bnt there exists some difference of opinion as to the 
motives employed by the Secretary to induce the banks to 
accede to his terras. His biographer and eulogist praises his 
firmness in defending the interests of the public thronghont 
this transaction. On the other hand, the Austrian writer 
above referred to says the hanks were " half persuaded and 
half coerced " to accept the terms offered. The general im- 
pression is that Mr, Chase threatened to return to Washing- 
ton and issue treasury notes unless the banks furnished him 
in gold with what he wanted. Such a suggestion would not 
for a moment have been entertained by an able finan«er. A 
threat under such circumstances shows wealcness, and any 
temporary gain would bo more than balanced by entailing 
loss of credit. A strong financial policy contemplates more 
than temporary emeigencies, and guards public credit with 
Buch jealous care that lenders will freely accede to terms 
advantageous to the govemment. It recognizes that, in bor*! 
rowing money, the state, like a private corporation, id eulAfl 
ject to the ordinary rales of the market. n 

Another thought is suggested in this connection. If snl)- 
Bcribers to loans bo permitted to bid for bonds, it must occur 
that the financier will receive a great variety of offere. The 
question then ari.sc3 whether the govemment should grant 
to every subscriber the same terms as those secured by the 
most favored, or whether each proposal should bo taken on 



' "DleFinoDienuDd Flnaai;geBc1itchlederTcrdiiigteiiStaatciiv( 
nm Dr. Carl FrGiliercn voo Eoek, p. 411. 
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Its own merited Mr. GaUatin waa never willing to make 
discriminatioDS between Bubscribers of the sauie class. If, 
for example, lie found it necessarj to borrow $2,000,000, 
and ruceived bids varying from par to 7 per cent discount, the 
entire loan would be placed at 93 cents. One wlio appreci* 
ates Mr. Gallatin's character, and knows how delicate waa 
his sense of common fairness, can well understand why he 
adopted this method in the placement of bonds; but for 
moat people this appearn a refinement of justice to which 
business methods do not usually conform. And, indeed, 
when it 18 recognized that lenders are varloaslj sitnated with 
regard to disposable capital, that money does not always bear 
the same value to every man, and that one subscriber may 
stand in greater need of public stock than another, it is by 
no means certain that perfect fairness between purchaaere is 
eecured by this method. The only financial defense for 
advertising to equalize bids, lies in the suggestion that the 
amount which a government must pay for its capital will be 
lees when treating its creditors in a body than when accept- 
ing or rejecting each offer by itself. Each subscriber is 
promised the most favorable terms that must be granted to 
any subscriber whose capital is necessary to fill tlie loan. 
There is, therefore, an inducement offered for men to bid a 
high price, calculating somewhat npon securing the stock at 
a lower figure. They bid high because they wish to be 
among those who secure the stock. On the other liand, if it 
were known that every subscription remained as first made, 
the lenders would calculate npon the lowest price that might 
be offered and still be included in the loan. This qnestion 
must be decided upon a general knowledge of the motives 
that actuate business men, for, so far as I am aware, there has 
been no attempt to place a loan under the stipulations here 
considered which tests its merits in a satisfactory manner. 
The general practice of peoples has been against it. 

Returning, then, to the original question : Do sound rules 

iof finance demand that the principal of the debt or the rate 
ol interest should be determined by the government t As 
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a matter ot fact, pnblic finaaciers tave quite nnifonnly re- 
garded the rate of interest as of more relative importance. 
Thifi was the case with Mr. Pitt, who may be -said to have in- 
vented discount fiaancieriag. Mr. Chase also inclined to tbii' 
opinion, aa may be learned from the following qnotatit 
from Mb second report : 

The Secretary forbears making any recommendations con- 
oeming the authorities with which it may be expedient to in- 
vest him in respect to fnture loans. He begs leave to refer 
this matter to the better jod^ent of CoDgress, Boggesting 
only that, whatever discretion it may he thought prudent to 
give in other respects, the rate of interest be limited by law. 

This manifest leaning toward low rates of interest is in 
large measure political rather than financial, and spriuga 
from the instinct of self-preservation on tlie part of an ad- 
ministration. The public feels a certain satisfaction in 
knowing that its government pays 3 per cent ratlier than 
9 per cent upon money borrowed. It may be that the prin- 
cipal in the former case is twice as large as in the Utter, eo 
that the burden of the debt ia the same, but all people do 
not analyze with care what party orators may bo pleased to 
tell them. Familiarity with commercial transactions liaa 
left the general impression that a low rate of interest is evi- 
dence of financial strength, and the government desires to 
derive what assistance it can from this sentiment. J 

One can not, however, think this the chief reason whn 
financiers estimate a low rate of interest of such importanoQ^ 
that they are willing to suffer heavy discount on the bonds 
eold in order to secure it. The claim upon which they rest 
their decision is, that, for a specified sum appropriated to the 
support of loans, a larger amount of actual cash may be cov- 
ered into the treasury by means of discount bonds bearing a 
low rate of interest, than by means of bonds sold at par bear- 
ing a nominally higher rate. For purpose of illustration, let 
it be assumed that the condition of the money market is such 
that a five-per-cent bond will fioat at par; by arithmetUlH 
compatation, a fonr-peroent bond ought to sell for 80, and | 
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t3iree-per-cent for CO. But the fact is that the actual Lida 
for bonda never conform to their relative arithmetic valuee. 
If a five-per-cent Bella for 100, a foiir-per-cent of the same 
6ort ■will Belt for more than 80, and a three-per-cent at a 
figure tliat is jet relatively higher. There cau be no ques- 
tion as to the truth of this statement, aa maj be learned from 
the qnotatioDB of public stock in any country that has devel- 
oped commercial ideas. The loans issued by France, for 
example, on account of the Russian war in 1854, were put 
out at two rates of interest. It was found that the three-per- 
cent rentes sold for 65, showing that capital was secured for 
an actual rate of '0462 ; the other bonds, paying 4J per cent, 
sold for 92, which called for an actual interest payment of 
•0489. In July, 1806, quotations of American stock were as 
follows: three-per-cents, 64 ; common eix-per-cents, 98; navy 
sixes, 100 ; eightrper-cents, from 105 to 106. Comparing the 
three-per-cents with the eight-per-cents, there is found to bo 
an actual difference in the true interest paid of more than 2J 
per cent. This, however, is excessive, and due to particular 
and not general causes. A comparison of the three-per-cent 
with the six-per-cent stock shows maeh more accurately the 
proper relation between the two sorts of bonda. It must, 
therefore, be recognized that a government covers more cash 
.into its treasury for a given interest payment when it offers 
bonds for sale that may be purchased at discount than when 
the nominal interest is so high that obligations will float at 
par ; and, since it is usual to borrow money only in the pres- 
ence of some urgent necessity, this saving in the interest ac- 
coant, by which current expenses are somewhat lessened, is 
regarded as a matter of much moment. 

It seems, then, upon the face of the matter, that financiers 
have sufficient ground for their choice ; but, before this may 
be finally conceded, we must leam why those who lend 
money are willing to pay relatively higher prices for bonds at 
discount than for bonds at par. One step in this explanation 
was suggested in our previous discussion respecting the time 
for which bonds should be guaranteed against redemption. 
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InveetorB always prefer bonds of long life, and they Imow 
that a goveminent will not so readily press a policy of debt 
payment when public obligations stand below par as when 
they are quoted at par or at premium. This is one reason 
why discount bonds bear a relatively higher price. Bat, in 
addition to this, such bonda secure to tlie investor two 
aources of profit, whereas a bond sold at par grants but one. 
They both pay annuities as long as they exist, but discount 
bonds alone o€er a premiom to him who furnishes the gov- 
ernment with capital. This premium makes its appearance 
when paper purchased at discount is redeemed at par: 
for the original investor, it is secured when sale of obb'gar 
tions is effected at a figure higher than the original priest 
In this is discovered the essential advantage to investorB a£ 
discount bonds. 

This subject will appear in a clearer light if we consider 
certain other methods of granting special privileges to indacA 
men to place their capital at the disposal of the state. Pr^ 
vioDfl to 1780 most loans were placed at or near par, and the 
rate of interest paid was not excessive — at least, so it ap- 
peared upon the face of the returns. But a closer analysis 
shows that then, as now, financiers were dbinclined to adver- 
tise the rates of interest they were obliged to pay. It waa 
the prevalent custom to distribute premiums and prizes to 
those who wonld lend money to the government at each 
terms as it dictated. Sometimes a definite amount of extra 
stock was issued in proportion to the amount of commoD 
stock purchased. For example, $15 of premium stock, or 
an annuity terminable at a specified time, would be given to 
eveiy person who purchased $100 of stock at par. Some- 
times these premiums were distributed in large sums W lot- 
tery drawings. In such a case the government availed itself 
of the spirit of gambling, and the hope of winning a prize 
through a venture that could not entail total loss of invest- 
ment, enabled the government to secure money upon more 
advantageous terms tlian by a simple distribution of preminai 
Btock. Another variation of this bounty system resulted in 
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ft combination of a pnblic loan and a life lottery, or, njore 
reapectf ally designated, took the form of tontine loans. A ton- 
tine loan is one in whieli the government holds out the hope 
of excessive returns by application of the principle of eurvivor- 
ship. Suppose that a hundred persons of nearly equal age 
subscribe to a loan in the form of a life annuity, but that the 
government is not freed from any payment nrising out of 
the loan until the decease of the last survivor — euch an oi>- 
eration would constitute a tontine. The prize in this caee ia 
secured only to those who are so fortunate aa to survive the 
other members of the class. Such persons receive the inter- 
eat npon the total sum subscribed by the class, which insures 
to the last survivor a large return on the basis of a small in- 
vestment. There occurred in France not long ago the death 
of a woman at tlie age of ninety-six, who had subscribed six 
bnndred livrea in two tontines ; and, being the last survivor 
in each class, she received during the latter years of her life 
an annual payment of 76,000 livrcs. One may rest assured 
that her friends prociu^ for Ler the best possible medical 
attendance. 

le it not, then, proper to say that the idea of granting 
special inducements to money lenders, in addition to those 
clearly stated in tbe debt contract, may claim whatever re- 
spectability arises from age and long practice ) And is not 
one warranted in concluding that tlie full extent of Mr. Pitt's 
originality, when ho began to sell bonds at disconnt, was in 
discorering a new method of applying an old custom ? 
Granting the necessity of seducing money lenders, and of 
deceiving the public by befogging treasury aeeouiits, there 
can be no question but that tie practice instituted by Mr. 
Pitt is in every way superior to the granting of lottery prizes 
or life-chances. Without undertaking a discussion of ton- 
'tiae loans, it may be remarked that they have always proved 
to be onnecessarily expensive, and haye for that reason been 
^oite generally abandoned. The rule of life-chances em- 
ployed in insurance, and upon which a system of life annuities 
-might be successfully based, does not apply when joined to 
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the principle of granting a benefit to sTiryivore, for in this ' 
latter case the goverouient in obliged to ealcnlate its pay- 
ments npon the expectation of the life of a clasB, instead of 
individaals. The government can not, therefore, balance 
the falling in of annuities bj failure to attain the average 
age against the nnasnal payments to those whose lives exceed 
the common expectation. The Uvea of all persons in the 
elaae must be reckoned as the life of the person who lives the 
longest. An exhaustive studj of tontines would show that 
the principle upon which they are based is altogether false, 
whether applied to the insurance of life or to public loans. 
There is no fairness, no morality, and, in consequence, no 
public economy iu the manner in which they distribute their 



Nor can the system of awarding lottery prizes, whether 
of stock or money or lands, meet with the approval of 
finance. "Without referring to the spirit of gambling fos- 
tered by it, this system is one that quickly exhausts all itfl 
resources, and is likely to fail the state when most the state' 
needs assistance. Under certain conditions, and at compara.^ 
lively long intervals of time, a government may receivg^ 
assistance from lottery loans ; but, if public necessities are 
of such a nature as to call for continuous appeal to the money* 
market, it will be found that public credit must, in the loDg 
run, suffer from any departure from simple commercial 
methods. 

The issue of premium stock is not open to snch eevere 
censure as the use of tontines and lottery prizes, for it is at 
least possible to reduce the motives upon which such a trans* 
action rests to reliable rules ; and, if the premium stock is 
of the same sort as the ordinaiy stock, there is no essential 
difference between this practice and the issue of discount 
bonds. But if, as was customary, the stock issued for pay- 
ment of premiums is drawn as a terminable annuity, or in 
the form of bonds which become operative at some specified 
time, or payable under special stipulations, our preference 
must be given to discount financiering. The nee of snch 
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preDiiamB not only complicates treaenry accounts, bnt it in- 
cars the danger of throwing burdens on the treasury at a 
time when tlicy might occasion great inconvenience. This 
may be obviated by the use of discount bonds, and the gov- 
emment may at the same time reap whatever advantage 
comes with premiums. In this case the premium consists of 
a promise to purchase at par what was originally sold at dis- 
count, bat, if the payment of tho debt is at the pleasure of 
the government, so also is that of the premium ; tho pur- 
chase, therefore, need never be made. During the great 
Napoleonic wars, there were received into the English treas- 
ury on account of loans the sum of £498,700,000, for which 
there were created bonds to the amount of £773,700,000 ; 
that is to say, bounties to the extent of £275,000,000 of 
fictitious stock were granted to those who loaned money to 
the government. But England has never paid these boun- 
ties, for she has never paid her debt. Still the lender has 
no ground of complaint, for the government has in every 
particular met its contract, and he has received the benefit of 
discount pnrchases through the gradual rise in the price of 
public stocks. 

It must, then, be admitted that, if sjiecial inducements 
are to be granted to purchasers of public obligations, in ad- 
dition to those clearly expressed in the simple form of a 
debt contract, the most feasible method of attaining this 
end ia through the sale of discount bonds. Bnt the question 
yet remains, whether the benefits secured are equivalent to 
the evils entailed. 

One strong argument against discount bonds is, that they 
lend their influence to the establishment of a perpetual debt. 
The simple fact that the stock created is nominally greater 
than the capital ori^nally received, and that the nominal 
interest paid is lower than that secured upon capital engaged 
in business, renders people disinclined to tax themselves for 
the expungement of a debt. There is an economic error in 
H this reasoning, as will be shown when our attention shall be 
^1 drawn to the topic of debt payment ; but, erroneous though 
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it be, when taken in cunnection with tbe disinclinatioa ( 
strong govemiueDta to repudiate tlieir obligations, it is soffir 
cient to induce people to transmit to the future all burdens 
received from tbe past. " Tliis is the principal cause," says 
M. Leroy-Beaulieu, " for the duration of public debts in Eu- 
rope." Mr. G;dlatin also regarded discount bonds as a bar- 
rier against paymeDt, In his report of ISOO he asked for 
authoritj to make certain changes in tbe three-per-cent stock, 
" which, he said, in its present shape, may be regarded u 
irredeemable." This stock was then quoted at 64. It is 
true that tbe United States has twice paid oS a debt con- 
tracted below par, and is expunging the principal of a third, 
establiiihGd by a reckless course of flnanciering, but the 
experience of this nation is by no means final against the 
claim that discount sales tend to establish per|)etual burdens. 
The payment of pubHc debt in this country is in part chargor- J 
able to the industrial vigor and expanding wealth of its in- \ 
habitants, but more especially to Uio fiict that her people ' 
believe a protective tariJE to be tbe source of private wealth. 
It would not be safe for the American people to continue 
their experiments with discount bonds, relying upon bound- 
less resources and erroneous economic doctrines again to pull 
them through. 

But it may be objected that this argument against dis- 
count bonds is only pertinent upon the assumption that the 
principal of debts sliould bo paid. This is true, but it is no^ 
therefore, necessary to accept the converse of the statement, 
that discount bonds are defensible for a government that has 
deliberately adopted the policy of perpetual obligationa. 
Assuming even that debte are not to be paid, disconnt bonds 
are yet contrary to sound rules of finance, for they do not 
permit a government, by taking advantage of a fall in the 
rate of interest, to lighten the annual payment on account 
of a debt. What was said against the use of annuities ap- 
pbee in large degree to discount bonds. Suppose, for exam- 
ple, that a fi,ve-per-cent bond would float at par, but that the 
government chooses to place a three-per-<!ent at diaeoant; 
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in this manner it may eSect an immediate eaving, estimated 
on t!io capital actually received, of one Lalf of one per cent. 
That is to eay, by selling a three-per-cent bond at 6y} rather 
than a five-per-cent bond at par, it pays but 4J per cent in- 
tereet upon the money covered into the treasury. Holding, 
then, in mind that the actual rate of interest is 4J per cent, 
although the nominal rate is 3 per cent, is it not plain that 
the govermnent can not avail itself of a fall in the market 
value of money to cliange the condition of the contract until 
the market rate for money falls below 3 per cent ! The gov- 
ernment might be able to secnre all the money it wanted 
at 4 per cent, bat it must continue to pay the higher actual 
rate of interest notwithstanding. Had the bonds, on the 
other hand, been charged with 5 per cent and sold at par, 
any fall in market quotationB, however slight, would have 
permitted the government to borrow fresh money, at less 
expense, with wliich to extinguish the old debt. There re- 
mains, then, a conclusive argument against discount bonds, 
even though the policy of perpetual debts has been adopted. 
This argument is, that the immediate saving in interest, se- 
cured by the use of discount bonds, is more than balanced 
by the ultimate loss resulting from the unnecessarily high 
rates of interest which must be continued, although the 
credit of the government would permit fresh money to be 
borrowed at lower rates. It is a safe rule for the financier 
to hold public bonds closely to par. 

The conclusions arrived at from the foregoing analysis 
may be shortly stated as follows : 

Patriotic loans, while they may be sometimes used, can 
not form a permanent part of a revenue aystem ; forced loans 
are to be deprecated under all circumstances ; voluntary 
loans appeal to the only reUable motive upon which to rest 
a credit policy. 

With regard to technical questions in the placement of 
a debt, it vas learned that floating debts should be but spaiv 

Iingly used ; that credit is strengthened by a guarded variety 
of debt-paper; that bonds are preferable to annuities; that 
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goyemment ahonld insist in determining all qnestions per- 
taining to time of payment, bnt that its decisions in this 
matter should conform to the peculiar conditions of each 
case ; and that loans should be placed at par rather than dis- 
count. 
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LIQUIDATION OF WAH AOCOtUJTS, 

We shall consider in the present chapter the management 
of a pahllc treasury at the close of a severe and protracted 
war. It ia not at all strained to introdace this question in a 
Btudj upon puhHc debts. As modern wars are carried on, 
the lahor of large nunibere of men is necesearilj- diverted 
from ordinary pursuits, capital is rcckleesly destroyed, and 
many economic forces are introduced wholly at variance with 
the cufltomary industrial relations. It is desirable, for many 
reasons, that the old industrial conditions should be speedily 
re-eetahlished, and, ae it was in large measure through the 
operations of the treasury department that the country was 
thrown off its peace footing, so a proper employment of the 
fiscal machinery may assist in restoring the old conditions. 

The first step toward the restoration of peace relations 
COQsiBtfi in the funding of floating obligations. It is no occa- 
sion for eorprise that public accounts should become involved 
during the continuance of a protracted war. Where thon- 
sands of men, subject to the accidents and exigencies of war, 
are dependent for support upon a single agency, there can 
not be perfect control in matters of purchase and supply. 
An army is frequently obliged to live off the country 
through which it is passing, and to make impressments of all 
sorts that its onward course may not be checked. Under 
Bnch conditions the commander takes whatever is needed, 
and iasnes certificates of indebtedness for the goods taken. 
Transactions of the commissary, also, are enre to give rise to 
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forms of obligutioQs that leave the public acconnts at tliel 
close of hostilities in a confused condition. This was the J 
case at the eloBe of the late rebellion. In March, 1865, there 
were outstanding $171,700,000 of certificates of indebtedness 
and J.114,200,000 of suspended and unpaid requisitions.' 
Such accounts as these should receive the immediate atten- 
tion of the financier, because they weigh lieavily upon the 
credit of the goverument. If existing in the form of un- 
audited and nnaettled claims, they are not regarded as good 
commercial paper, for tliey do not carry npon their face evi- 
dence of their own genuineness. They are, consequently, 
unavailable assets to those who bold them. They can not be 
Bold except at discount, nor can they be need as Eccurity in 
the borrowing of money — in short, they partake of the char- 
acter of unaccepted bills. Thus, the fact that some of the 
obligations of the government are not settled and funded 
obstructs their use, narrows their market, and, la consequence, 
depreesea their price below their natural or ai-ithmetic value. 
TbiB can not fail to influence the price of all government 
seonrities. 

For another reason, also, will an tmadjusted debt bccorne 
the subject of uncertainty and dietmst. ThoBC in posBeesion 
of such obligations at the close of a war are likely to be 
" feeble holders "—that ia to say, men whose neceasitiea force 
them to sell their debt for what it will bring. Speculation 
will spring up about this class of secnritiee, and not only will 
injustice bo done the original holder, but tlie credit of the 
government will necessarily snffer. The history of the float- 
ing obligations created by the Revolutionary "War is a warn- . 
ing to all flnaneiers of the danger that lurks in any neglect 
of this sort of debts. 

A stronger reason, however, is presented in the fact that 
a floating and uncertain debt is n hindrance to the ro-e«tab- 
lifihment of peace industrice, !□ order to introduce again 
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into society that diversity of inclustriee which marks a healthy 
bnaincse adjustment, the task of undcrtakersliip must be easy 
and sure. Tltis task consbts in Ifrioging men and material 
together for productive work. In a highly organized com- 
mercial society, the ease with wliich this may be done de- 
pends npoa the availability of assets. If men can quickly 
realize upon whatever property they possess, every business 
opening in which there is a reasoiiablo hope of profit will 
find some one who is willing to risk its undertaking ; and 
this is the reason why, from the standpoint of industrial 
re-adjofitmeEt, it becomes the first duty of the financier to 
rescue all public obligations from doubt and uncertainty, 
since by so doing they are rendered available for business 
parposea. In this respect there is nothing to be criticised 
in the financial management of the United States treasury 
directly after the close of the late war. The army was 
promptly paid, and outstanding obligations were thrown into 
available form, and in this manner the government provided, 
$o far as it lay in its power, for labor to come into contact 
with capital. 

It further lies within the doty of the financier to sim- 
plify and unify the funded debt and to ask from the legisla- 
ture a clear interpretation of any questionable phrases in the 
laws that define the duties of the treasurer or the right of 
creditors. In gcncnd the reasons for this are the same as 
Lave been already presented in favor of the hquidation of 
uncertain obligations. But there is an additional reason why 
clearness and certainty should attach to funded obligations. 
It may bo that, at the close of war, the cotmtry finds itself 
in a condition to employ with profit foreign capital, and that 
this capital may be the most easily procured by an exporta- 
tion of national obligations. In such a case, it is desirable 
that the price paid for this debt should be as high as pos- 
sible, for the higher the price the larger wiD be the amount 
of capital returned, and the less will be the premium neces- 
aary to pay out when the debt is again bronglit home. 
Upon the world's market the power of absorption is so great 
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that the amount of bonds offered for sale is not the most 
potent element iu determining their value. Provided only 
the people who sell their promises are believed to be willing 
and able to meet their obligiitione, the price which their 
bonds may command will approximate the capitalization of 
the interest calculated upon at the ruling rate for money 
upon the market where the bonds are sold. It must, there- 
fore, be regarded as wise stat«smanehip to declare a simple, 
a strong, and an honest poUcy, and to so interpret the con- 
tract that no doubt may exist respecting it, for then only 
can a people realize the full valae of their debt npon expor- 
tation. 

There is another question pertaining to the managem» 
of floating obligations far more difficult of eohition 
those just passed in review. It is more than probable, ill 
the present state of financial sentiment, that an exbaustire 
war will occasion an issue of irredeemable paper money, and 
the question that now presents itself inquires respecting the 
true policy of a government, if, at the close of hostilities, it 
find itself in the presence of an infliitcd circulitting medium. 

It may be fairly assumed that the people intend some- 
time to resume payments in specie — at least, our present dis- 
cnesion need not be encumbered with a supposition to the 
contrary. Should one reftise to admit this assumption, it 18 
suggested that he interrnpt for a time his study of pablic 
debts, and learn the lesson taught by history respecting the 
evils that invariably follow all attempts to employ local ctuv 
rency. Admitting, then, the necessity of rcanraption, the 
pertinent question for the financier is, whether this shall be 
nndertaken immediately upon a rettirn of peace, or whether 
it shall be postponed until financial reconstruction in other 
directions shall have been perfected. 

There are several reasons why resumption of specie pay- 
ments should claim early attention. Thus, as worthy of firet 
notice, a government can not expect to enjoy high credit so 
long as there is any doubt respecting the kind of money that 
may be employed in the discharge of its contracts. It ifl not 
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eoongh to declare that bonds are payable in apeciei for, eo 
long as a depreciateil currency remains tbe familiar medium 
of exebange witliin a country, jealousy of the public cred- 
itor will be a eonstaut menace to the falfillment of Bucb a 
promise. Fainiliarity with irredeemable paper ia a Etanding 
inritatiou to partial repudiation, and, without considering 
the juHtioe or morality of such a measure, it ia suffloient to 
say that, in the long run, any scaling of debts is a vei^ ox- 
pensive measure of ligbteniug taxation. High credit is an 
essential condition to an early conversion of the debt, and a 
solf-regulating currency, based upon the kind of money need 
by the important commercial peojiles of the world, ia essen- 
tial to high credit. From this it appears that the economy 
of national resources demands the quickest possible return to 
a specie basis.' 

Again, recognizing a return to Epccie payments as an 
nltimate necessity, there will probably be leas resistance to 
such a measure immediately after the close of hostilities 
than at any subsequent period. The sentiment of a coun- 
try is then, on all questions of reconstruction, in a Bomewhat 
plastic condition, and may be formulated with comparative 
ease in favor of radical financial measures. It is of course 
possible that a people may recede from a policy of reeump- 
tion upon which they have actually entered, but one can not 
on this account conclude that the endeavor has been frnit- 
leea. Even though for a time the policy be set aside, it leaves 
within the country a party whose political reputation is 
bound np with the ultimate success of the measure, and the 
natural desire in all men to prove that they were in the right 
when in the minority will keep the question before the pub- 
lic And more than this is true. WTien it comes finally to 
be recognized that healthy industries can not be maintained 
upon the basis of an inflated currency, and the country be- 
gins to feel the enervating effects of a too free use of indua- 
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trial stimalant, tlicre ties in the immediate historj of the 
a rejected policy abont which a tmer eentiment may easily 
crystallize. For tiiis reasoa it eeems wise that a post- 
bellum financial policy should embrace a plan for an imme- 
diate retnm to a Bound money baeis. 

The most important argument, however, in support of 
the policy here propoaod, rests upon the well-known wort- 
ings of an irredeemable paper currency. There is no law of 
fiscal Bcienco more tirmly established than this : that an ex- 
coSB of circulating medium depreciates the value of the poav 
chasing unit and leads to unsteadiness of general prices. It 
is equally well recognized that unateadineas of prices invites 
speculation, retards the establishment and extension of 
healthy business, and, if long continued, must surely lead to 
the throes of a commercial panic. Against each a calamity 
the financier should oppose the full influence of the treasury 
department. He should do all in his power to restore thoeo 
conditions in wliich trustworthy calculations are possible, for 
in this manner it may be ho resenea the country from the 
evils of a commercial revulsion. 

It was this argument which induced Secretary MeCnl- 
loch to advocate in hia first report the policy of contraetioii 
and resumption. For illustration of the evil workingE of 
superabundant paper, he did not search the history of for- 
eign peoples nor the financial record of his own country for 
more than thirty years ; yet the facts which he recited are 
adequate for the complete vindication of the plan which he 
submitted to Congress. It would be well worth the time of 
one who desires to fully understand this subject to read 
with care the financial report of 1805. The Secretary there 
traces the inflation of hanking paper and discounts which 
preceded the commercial crises of 1837 and 1857, and com- 
pares the greater inflation of 1865 with the condition of 
affairs thus disclosed. Like causes, he argues, will iiatnrallj 
produce like results. 

Upon the last of October, 1665, the circulating medium 
of the oountiy was Bubetantially as follows : 
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L Unilcil Sutca nates uid rractiooBl curraaoy (4B4,3I8,03B.20 

S. Hole* of the National bnaks 180,000,000,00 

S. Koles of tbe banks, iocluding outBlanding issues 

of titute buki coQTerted into National bauks. , 95,000,000.00 
$704,21 a,038.?0 

In addition to the United States notes, there were also 
OBtatanding $33,536,900 five-per-cent treasury notes, and 
$173,012,1-10 compound-interest notes, of which it was esti- 
mated that $30,000,000 were in circulation as currency. It 
thns appears that the paper money of the country amounted 
to $734,218,000 without including any of the 7.30 notes, 
some of which were in conimoa circulation. Ab contrasted 
with this, the bank notes iu circulation in January, 1860, 
were put at $207,324,000. " Nothing beyond this state- 
ment," eoncluiies the Secretary, " is required to exhibit the 
present inflation or to explain the causes of the current and 
advancing prices. If disaster followed the expansion of 
1837 and 1857, what must be tho consequences of the pres- 
ent expansion unless speedily cheeked and reduced." ' 

The argument presented by Mr. McCulloch in favor of 
an immediate return to specie payments is neither brilliant 
nor new, but it possesses tbe raro merit of being true. The 
root of all opposition to the policy which he so strenuously 
urged is found in the fear that the change from a paper to 

' The banking drculation for wlectcd jeaia preiious to tho war, M alto tbe 
depotlta and loans of the banks, are g\Ten in tbe folloidng table. The stgnifl- 
cance of those B^^res conHiita In the marked cipanslan of orediU that preceded 
the oommerdal disasters of 1837 and lesT. 
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a specie basis will discourage business enterprisee. The first 
step toward the use of siiperior money is to get rid of so 
much of the inferior money that the two together will not 
constitute redundant currency ; but sncli a step mnst entail 
a sacrifice of part of the price of all commodities affected by 
the excessive issues. Thus the policy of contraction means 
a falling market, and this brings with it a state of affaire ia 
which long contracts are dangerous, and jobbers are in con- 
sequence afraid to carry large stocks of goods, or manufact- 
urers to work to the full capacity of their machinery. tTndep 
such conditions business imagination is dampened, or, to 
state the matter in common language, contraction brings dnll 
times. For such as, on account of the erils here set forth, 
urge the permanent maintenance of " domestic currency," 
the following argument can have no pertinency, since the 
oniy point now conceived to Ho in question has to do with 
the proper time for setting on foot a policy recognized as 
ultimately necessary. On this question there is room for 
honest and reasonable difference of opinion. Those who 
oppose the claim that a resumption of specie payments should 
engage the first attention of the government after ccseatioa 
of hostilities, do so because they conceive that a people mast 
be in an exhausted condition at the close of a war; and, feel- 
ing that a restitution of industries to a peace demand is of 
prime necessity, they wish to postpone the burden of con- 
tracting the currency to a more conTenient season. The plan 
recommended by them would be to first reconstruct indostrial 
society upon the basis of an inflated currency, to recall labor 
discharged from the direct service of the state to its accus- 
tomed channel of activity, and then to administer the medi- 
cine of contraction which a radically pemiciouB system of 
financiering during the war has rendered necessary. 

This position assumed by the opponents to quick resump- 
tion may bo met in two ways. It may be urged that the evilfl 
attending a jirucusa n£ contraction are of shght importance ; 
but to adopt such language is to confess one's ignorance of the 
confusion and discouragement that arise from rapidly fall- 
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ing prices. As Mr. Mill truly eays : " It [money] only exerts 
a distinot aud iadepeodcDt iofiucDce of its own when it gets 
out of order," but when out of order its workings are in the 
highest degree pernicious. The more rational reply to those 
who would postpone all nieaanres looking toward resumption 
i^, that postponement aggravates the evils of which complaint 
is made, while immediate curtailment in the amount of mon- 
ey will shield the country from the full effect of an inflated 
currency. If this claim can be made good, there remains no 
room for doubt as to the expediency of quick resumption. 

An analysis of the claim here presented leads to a con- 
sideration of general prices from three points of view : We 
must, in the first place, look at the influence of a return of 
peace upon general prices, and through prices upon the spirit 
of venture indulged by businesa men ; we must, in the eec- 
ond place, notice the different results that follow the various 
ways in which a redundant paper currency may be used ; 
and, lastly, we must discover the order in which the several 
classes of commodities are affected by the process of infla- 
tion. It 18 only upon the basis of facts disclosed by such a 
study that we may reasonably determine the time at which 
a policy of contraction will entail the least sacrifice upon a 
country. Let us, then, consider these questions in the order 
in which they have been suggested. 

Firatlij. — The immediate commercial effect of a return 
of peace, after a contracted war, is toward an advance of 
general prices. This will follow irrespective of the sort of 
money the country is using. It finds its source in the feeling 
of hope that permeates society on account of changed com- 
mercial conditions. Eut this tendency can not be regarded as 
permanent ; indeed, from its very nature, it is not able long 
to endure. It is known that a return of peace will reopen 
the channels of normal demand, and it is believed that they 
who first present themselves to the consuming public with 
an adequate supply will reap large reward. Since, however, 
every producer is secretly entertaining this intention, industri- 
al society becomes abnormally active. An increased demand 
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for raw material is tliiia created, wbicli tends to raise its price ; 
labor, also, may be in some eligbt degree afEected, and in gen- 
eral the phenomena of a rising market make their appearance. 
Now, it must be recognized that thi^ state of afiairs rests 
upoa hopes which can not be fully realized.' It spriogs in 
part from an exaggerated eetimation of the extent of a peace 
demand in time of peace as compared with peace demand in 
time of war, and iu part from the determination of each pro- 
dncer to come first into the market with goods for sale. But 
sttch miEcalculations and such competition lead directly to 
commercial disaster. The government can do much to alky 
this spirit of unwarranted speculation by announcing its de- 
termination to proceed at once, and in the most direct man- 
ner, to the re-instatement of epecie currency. There will 
undoubtedly be protests from the public. The cry againet 
such a policy will be raised by those who expect to reap per- 
sonal advantage from rapid fluctuatioDS in general values, as 
also by those who, not discerning the true cause of threatened 
evils, hope to avoid all commercial embarrassment by tnaui- 
taining currency at its inflated amonnt. The purpose of the 
former class is dishonest ; that of the latter class ia impossible 
of realization. The tme policy is to reduce the volume of 
money in circulation, for contraction firmly established and 
actually entered upon would do much to clear the imagina- 



' "There ore no ImHrationa of real and pennancnt prosperitj' io out Urge 
importatloDB of foreign fabrics; in the bpar; opcniliona at our conunerdal 
maill; in tbe splenitid fortunee reported lo be made h; skillful manlpolationa 
at tbe gold-room or ike stock board ; no cvidcnccn of incrEasing wealtb In the 
facU thai rnJImadB and etcamboata arc crowded witb passengers, and hotels with 
gneata ; that cities are full to overflowing, and rents and the prioea of the neow- 
aaries of UEc, aa well aa luiurieB, are daily adTancing, All Ihfse tilings prata 
rather that a foreign debt is being created, that the number of aon-prwiueani !■ 
incraaaing, and that productire industry ia being diminished. There is do fact 
mors manifeat than that tbe ptcthoi'a of paper mouej- ia not odI; andermining 
the monU of the people by cncouro^ng waste and cztraiaganco. bat h siiiking 
at the root of our material proepcrit; by dlminiahing labor. Tht mil unolai 
proeni beyond Ou control of Icffitlalion, Inii U it daily Incrfaiiruf, and, if moC 
gpftditi/ c/iecked, vtill al no dutatt day rulminaU in icidaprtad d'tiuler." — " B^ 
port of Secretary UcCuItoch tor 1660," p. S. 
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tiona of business men, and to prevent the evil conaeqneBcea 
which woiiIJ follow tiie restoratioa of peace induEtricB upon 
a plane of prices abnormalij high. This benefit is, of coarfie, 
not comparable with the saciTfiees of ext*3nded contraction, 
bat the argument assumes that contraction is inevitable, and 
recommends that it bo undertaken when incidental benefits 
may attend the measure. 

Sfcondly. — But it must also be noticed that failure to 
reduce the volume of money in circulation at the close of 
a war that has been carried on by means of legal-tender notes 
amounts, for all practical purposes, to a still further expansion 
of the currency. This arises from the changed use to which 
the currency is put, and relies for an explanation upon the 
fact that general prices are more sensitive to flnetuation in 
the volume of money when the exchanges affected by it are 
numerous rather than large. Such a change, in a country 
whose military policy is like that of the United States, 
always attends a return of peace, because cessation of hostili- 
ties permits an immediate reduction of both army and navy 
expenditures. For example, in the case of tbe late war, 
within four days after the surrender of General I^e, all en- 
listments and all purchases for the army were discontinued. 
On the Ist of April, 1865, there were a million men in the 
field under pay from the government ; at the end of October, 
eight hundred thousand had been discharged from the public 
service, and by 1866 the standing army had been reduced to 
fifty thousand men. By this meana the public expenditure 
for the support of the army had been reduced from ^516,- 
200,000 to $33,800,000. Curtailment in the navy was nearly 
as rapid. Daring the last two years of the war the govern- 
ment had consumed nearly twenty-seven per cent of the 
totid product of the nation, and the treasury notes which it 
issued were in large meaaure used in purchases on a grand 
scale. Upon the disbanding of the army, however, this un- 
usual employment of notes passed away, while the return of 
peace demand, calhngfor a re-adjustment of industrial energy, 
drew the greater part of existing money into the ordinaiy 
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channels of tRide. In this manner the prices of many oom- 
modities, whicli had been before affected as it were by eynipa- 
thy, felt for the first time the direct and full influence of a 
redundant currency. 

The reasoning which leads to this cone] usioo rests nj 
the fact that a larger proportion of the redundant currency' 
is forced into retail trade in time of peace than in time of 
war. "The principle of limitation," says Mr. Tooke, "to 
tJie maintenance of an advanced price of any particular arti- 
cle, . . . ia not the quantitrf of money in acUUnce in the 
&mntry,lmt the quantity (yf irumey in the hands or pochett iff 
aon^umers destmedfor expenditure m that art-kle.'" ' This is 
pertinent to the point in hand when placed by the side of 
following distinction anbmitted npoo the authority of A' 
Smith : " The circulation of every country may be coo^dered 
as divided into two different branchea— the circulation of the 
dealers with one another and the circulation between the 
dealers and the consumers. . . . The value of the goods cir- 
culated between the different dealers with one another 
can exceed the value of those circulated between the di 
and the consumers, whatever is bought by the dealers being 
ultimately destined to be sold to the consumers, . . . [Bat] 
paper money may bo so regnlated as either to confine itself 
very much to the circulation between the different dealers, 
or to extend itself likewise to a great part of that betwerai 
the dealers and the consumers." ' 

For the question we are now considcriDg, the point to be 
decided is, whether the extension of the wholeisale trade at- 
tendant upon a return of peace will absorb the fund of treas- 
ury notes formerly used by the commissary department in 
making ita purchases. Under the established system of 
credit transactions, it is doubtful if this will be the case ; for 
transactions between dealers are usually carried on by means 
of the mechanism of banking, which, being in reality a ayft- 
tem of retincd barter, is cheaper than the cheapest money. 
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The wholesale trade, tLerefore, althongli tlio volnnie of its 
exchanges may increase far beyond the cessation of pnrchaeea 
on the part of the government, can not absorb the money 
thus sot free. It must flow into the channels of retail trade, 
and be need in parchascs between consnmers and small deal- 
ers — that is to say, if not -withdrawn from circulation it must 
be used in such a manner that the country will suifer to the 
ntmost the pernicious effects of a redundant cui-reney. 

ThirM]/. — There is another reason why a quick return to 
a specie basis after the close of a war may shield the country 
from the full consequeTicea of an erroneona conrse of finan- 
ciering. Many who write upon the influence of an expand- 
ing currency tnake the mistake of supposing that tlic vol- 
ume of money forms a level tike that of the sea, and that 
commodities, like ships floating upon its surface, rise and fall 
with its 6bb and flow ; but the truth is that no sucli constant 
ratio can be maintained in the list of general prices dirtnrhed 
by fluctuations in the currency. Those commodities whoso 
prices are the most easily affected are snch as may he quickly 
produced and quickly consumed. The demand for them is 
(^nstantly recurring, and for this reason they come fre- 
quently into contact witli the circulating medium tlirough 
actual sales. On the other hand, goods that last for some 
time, or that consumers may easily avoid by foregoing their 
nse, or which are not subject to frequent sales, do not so 
readily reflect variations in the amount of money by changes 
in their price. We are then prepared to learn that land 
used for agricultural purposes is tho last commodity to be 
influenced by a redundant currency. Even house rente and 
city real estete, which respond quickly enough to speculative 
excitement, move but sluggishly nnder the stimulus of inflation. 

This being the ease, it must certiunly be to the interest 
of the country at large to arrest the natural workings of in- 
flation before it has exerted its full influence upon landed 
property. It web especially appropriate that the United 
Btates should hold this in view in 18{I5, since a large propor- 
tion of the men who were discharged from the army turned 
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their attention to ngricultnral indoBtry,' and it was througll 
their purchases that the redaodant currency found its way 
into the valnea of farraing lands. It is not claimed that 
any measures which the government might have taken coulf 
have wholly avoided this result, for the money was in 
hands of those who wished to buy land, and could not 
gotten from them in any other way than to give them land 
for it. But it is claimed that the tendency toward speo- 
nlation in land, following tliis fictitious and temporary 
rise of values, which led to the mortgaging of farms to secure 
more money with which to buy more land, or to the purchase 
of so much land that the stock and machinery for working it 
must be bought by the proceeds of a mortgage, might have 
been cheeked by a vigorous and decided policy on the part 
of the government. This would have obviated much of the 
suffering that attended contraction. In the manufacturing 
industry, capital is so quickly turned that the producer can 
frequently throw part of the loss of falling prices on the 
oonsomer, or on the party fi'om whom he buys his raw ma- 

' "Tbe dirensioD from tbo industries of the Nortbem Slates, oonaeqaent 
opoD the war, ia nriouslj estimktcd at from 000,000 to TSO,(K:tO men. It is sot 
to be andergtood that these flgnrea represent an absolute lost to the iDdnitrj of 
the oounliy, atthuugh «ueh loss, from casualties and diseases Inddeat lo war, 
was undoubtoflly vet7 onnsidernble; but the universal teetimonj of manufMt- 
nrers Is, that the opemticaa who entervd the armj from their catabliditnenla 
have not, as a gentrat thing, returned to tbeir old employiuenta. In two lo- 
■tances where a somewhat careful eiamioation was made by the proprietoTB of 
monafacluring eslaljlishments in different sections of the country, (he foUowJiig 
results have been reported lo the comrDissloner. In the 6n% iimtanee, out of 
137 men entering the arm; from an iron establishment in one of the Uiddle ' 
States, only 17 are known lo the proprietors to have resumed their former occd- 
pations ; and io tbc second iustanee, out of Id tearing a manufactory in a Sew 
England State, but two Individuals are believed lo have returned. Of thia 
deSdl, «ome have engaged in the cultivation of cotton, and in varions oOier 
industrial pursuits In the South ; a much larger percentage havo Bought new 
homes aud new employmcnta at the extreme West, or on the PadOo ooMt; 
while others, taking advantage of the capital made available lo them thmugh 
the payment of bouatiei and previous savings, have become principals railier 
than subordinates in business, or, in cases of persons of foreign blrlli, have m- ■ 
turned to the ouuntrlea of their nativities." — "Report of DaTid A, Weill M' J 
Special Commiasiuner of the Revenue for 1806," pp. 21, 23. 
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terial; bis permanent < 
total of his transactions. But tbe permanent investment of 
the farmer is always bis largest investment, and the industry of 
agriculture calls for twelve months for the completion of a sin- 
gle process ; from which it follows that a farmer who has mort- 
gaged hifi property on a rising market, must stand the loea 
of paying tbo debt while prices are falling. This ia the rea- 
son wby tbe agricultural interest always stands opposed to a 
policy of contraction more strongly than eitlier tbe manu- 
facturing or commercial interest. Such a policy bears more 
heavily upon farmers who have mortgaged their property 
than upon those engaged in businesses admitting of greater 
mobility of action. Assuming, then, that the country mast 
suffer tbe evils of contraction, it seems wise to undertake 
this measure when tbe lands of the country are likely to be 
the least encomhered, and to proceed in such a manner as to 
discourage speculation in landed property. 

It may serve to strengthen the argument here set forth 
if we notice the movement in current prices during the con- 
tinuance of our late war and for a few years after its close, 
as presented in tbo table given below. It is believed that 
the commodities selected are representative of classes, whether 
one consider the influence of changes in tlio tariff or tbe 
modification in demand occasioned by tbe return of peace. 

Tatte of prices quoted on the New York market for January 
of the yeara named.' 



Flour, per barrel 

Aahea, per 100 pounds. . . . 

liealber, per pound. 

Sugar, per pound 

Fig-irou, per too 

I<ui), per pound 

Codfilb, per (juintal 

Wool (fleece), per pound. . 



isn. 


lUB. 


IBM. 


isn. 


$5.8B 


f 1 9.00 


|io.on 


ta.i!o 


6.00 


n.7B 




?n 


9,00 


,10} 


.42 




an 


.35 




.19 




Hi 






8B.0O 


»t 
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B8.00 


.I0| 


.as 




VH 


.09f 




9.00 
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nil 


8.00 


.so 


M 




60 


.70 
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It would be quite erroneous to a 



e tbat all the cliangee 



oa££ume 
in price shown by the above table are due to fluctnationB of 
the cnrreucy; indeed, Bome familiarity with the commerciai 
hifitory of the period covered is necessary to derive from the 
figures a correct impression. The rise of prices daring the 
war, which a comparison of the first and second columns 
brings into view, is observed to vary for various articles 
from 100 to 300 per cent, and may be fairly charged to the 
policy of trcaanry management adopted by the government. 
As Mr. Tooke truly says, " A compulsory government paper, 
while it is in the course of angitientation, acts directly as an 
originating cause on prices and income " ; and if proof were 
needed for this observation it might be furnished by the 
fact that the gold price of commodities, estimated opon the 
basis of thirty selected articles in the usual manner, was 2'34 
per cent lower ia 1S65 than in 1861.' Hut it is with the 
year 1S65 that the movemente in price become for as the 
most interesting. It ia well known that the policy of con- 
traction as the first step toward the resumption of 
payments was advocated by Secretary MeCullocb in his 
report, and that a law authorizing tbc retirement of treasi 
notes was passed in tlie early part of 18>66. It should also 
be remembered, in seeking to interpret tlie figures given in 
the table, that the Southern States had no currency at the 
close of the rebellion, and that the drain upon the Northt 
States to snpply this deficiency acted like a further ooni 
tion of the volume of currency for the North itself. 

Let U8 now compare tlie prices of the year 1865 
those of 1868 in the light of the facts Just mentioned, 
observe them to be somewhat lower, notwithstanding that 
the low gold prices of 1865 pennitted a alight normal in- 
crease, and that a return of peace demand would natnrally 
engender commercial speculation. This seems to indicate 
thsit the law which permitted treasury notes to be retired 

' Couon Is eicludcd frum thid cslimatG; ircre cotton iarluded, aT«rs^ 
prieei would show ■ ri.°c of 6-ST. Cf. " Joumtil of Ibo Statistical godeljr ti 
London," toL uii, p. S21. 
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opposed with some succees the tendency toward unhealthy 
expaneion of business. But aucli a reaolt yv&e repugnant to 
large numbers of men, and there was wide-epread criticism 
of the Secretary and hi« policy. This led to the repeal of 
the law in February, 1S6S. Prices were consequently thrown 
open to the fnll influence of a redundant currency, and the 
reenlt may be traced by comparing the quotations of 186S 
with those of 1873, the year before the panic bnrst the bub- 
ble of prosperity upon which the dominant party congratu- 
lated itself so highly. Had the treasury been managed ac- 
cording to sound principles, the prices of 1872 should have 
been lower than those of 1S68, but a glance at the table 
shows them to have been a trifle higher. The exceptions are 
wheat, lard, fish, and sugar, all agricnltnral commodities. 
And the fall in sugar is partly accounted for by a reduction 
of the tax, while the fact that the tax on iron was reduced 
shows the quotations to represent inadequately the tendency 
toward 8 rise in that commodity. The figures in the last 
column of the table, being for the year 1S78, may be said to 
disclose the level of prices upon which it was possible for 
the country to maintain specie payments. 

It is with great hesitation that I am wilhug to draw im- 
portant conclusions from commercial quotations. So many 
complications enter into the determination of prices that one 
must exercise the greatest care in reading the tendencies 
■which they disclose. But, admitting all that may justly be 
said in this vein, it seems that the table presents presumptive 
evidence favorable to the argument for a speedy contraction 
of the currency when the necessity for forced loans haa passed 
away. The repeal of the act empowering the Secretary of 
the Treasury to redeem treasury notes threw down the barrier 
which had been raised against the full effocts of inflation. 
In 1872 the countrj' was no nearer the basis of specie prices 
than thi-ee years after the close of the war. Mortgages mean- 
time had piled up, business had been extended under the 
influence of an unnatoral stimulus, and the country paid the 
penalty by the panic of 1873. 
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Passing now from farther consideration of the ncceset^' 
of quickly reBuming specie payments, what may be said rs- 
epecting the most appropriate method of procedure i Three 
plana have received advocacy from both publicists and statet* 
men. 

The first of these ia the plan assumed to be the coi 
one throughout the foregoing discussion. It demands each 
a reduction of the amount of money afloat that prices will 
be brought to a specie basis, for then only can foreign trade 
be relied upon to bring specie from abroad, or to retain it if 
mined at home. It thus appears that the maintenance of 
specie payments ia very closely allied to international trade. 
Ijideed, one of the chief arguments favoring the necessity of 
a return to the basis of gold and silver is that such money, 
being international money, is self-regulating in amount ; and 
that, in consequence, the country will not be subjected to 
marked fluctuations in prices from purely domestic causes. 
A permanent excess of currency ia impossible if that car- 
rency be such that foreign people will accept it in payment 
of purchases ; for sIdcg prices arc, on account of the esceea, 
higher at liome than abroad, those who hold money will 
prefer to purchase abroad. But with paper money, clothed 
with the power of legal tender at home, tiiis is not the case. 
It is purely local in character. It is because treasury notes 
are issued ia snch amounts that all domestic exchanges cai^i 
be carried on by means of paper money that specie dieaj 
peara from circnlation, and the theory of resumption now 
before us rests for its defense upon the fact that specie can 
never again return into circulation until, through the redn> 
tion of the number of treasury notes afloat, it is needed for 
domestic trade. It is for this reason that quick resiunpti< 
demands arbitrary contraction. 

But it may be asked : TVhy should this reduction of the 
currency be arbitrary? "Wliy not refuse to increase the 
amount, and permit the necessities of the country to grow 
np to its use ? This policy was favorably received by iSr. 
Boutwell, and controlled the decisions of the administial 
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EO long as lie remained at the head of the Treasury Depart- 
ment.' It is, however, idle to Buppose thut the evils of con- 
traction may in this manner be avoided. It makes no differ- 
ence whether the amount of money is bronght down to the 
"necessities of trade upon the gold basis, or that trade is per- 
mitted to grow up to an arbitrarily established amount of 
money, the effect ujion prices is in either case the same. 
The real point at issue between these two policies of resump- 
tion pertains to the time at which contraction should be sot 
on foot, and the rapidity with which it should proceed. Re- 
specting the appropriate time for beginning, we have already 
discovered that immediate contraction, undertaken at the 
close of a war, will shield the country from the full effect 
of inflation ; and the same line of reasoning permits us to 
coDcludo that hesitation or weakness in carrying out the 
policy defeats the pnrpoae for which it was set on foot. It 
is & case where speedy recovery is sure if the remedy be 
eevere. The evil of contraction can not be avoided by per- 
mitting the disease to wear itself out, while, by allowing 
matters to take their own course, the recovery of healthy 
business conditions is indefinitely postponed. 

A third plan for the resumption of specie payments calls 
for the accumulation of a specie reserve in the treasury vaults. 
As a subordinate part of a policy of contraction, this is 
wholly defensible. It is necessary for the government to be 
in possession of enSicient cash that all notes presented may 
be promptly paid. But the accumulation of coin is not of it- 
self an adequate measure, for it leaves ont of view the ques- 
tion of prices, Ilowever men may desire to avoid it, prices 
within a country must come down to the world's priccfl, or 
the world's money can not be used. Suppose an accnmola- 
tion of specie equal to the entire amount of outstanding 
treasury notes, the country might be as far from resumption 
88 when the accumulation began. Any attempt to substi- 
tute the specie for the notes would he followed by heavy ex- 
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portations of bullion, and the country would be obliged to 
get along with so much as it could retain iu trade when its 
prices had fallen to the level of the prices of other conntriea. 
The preBsQre of falling prices must come, and the only occflr 
Bion for deliberation is to discover the time at which con- 
traction will cause the least disaster. 

It may be interesting in this connection to notice tite 
changes of policy tliat have attended the steps toward re- 
snmption in the United States, The attitude of Secretary 
McCnlloch has been already referred to, and the eentimeDt 
of Congress in the latter part of 1865 seems to have been in 
complete harmony with the \iew8 of the Cabinet. Bat from 
the report of 1S66, it appears that the Secretary did not con- 
sider his policy to have been supported by adequate l^isla- 
tion. He says : 

The Secretary regrets, notwithstanding the lar^e redactioD 
of the national debt, and the satisfactory condition, in other 
respects, of the national treasury, that little progress has been 
made since his last report toward specie payments. The views 
presented by him in tliat report, although indorsed in the 
House of Representatives by a nearly unanimous vote, were 
not sustained by correspouding legislation. Instead of being 
authorized to reduce- the paper circulation of the country, ac- 
cording to his recommendations, the amount of the United 
States notes which he was permitted to retire was limited to 
110,000,000 for the sis months ending October 12, and to 
14,000,000 per month thereafter." In the mean time, the re- 
duction of these notes, and the notes of the State banks, has 
been nearly balanced by the increase of the circulation of the 
National banks, and specie commands about tbe same premii 
it did when the last treasury report was prepared. 

It seems, then, tbat each iiifinence as was exerted by 
policy of contraction made itself felt through the docl&rft- 
tion of the policy ratlier than by means of actual contraction 
of the amonnt of notes afloat. It is probable that the check 
in the rise of prices, observed immediately after the war, ia 
largely due to the demand for currency in tbe Soutli and on 
the Pacific slope. 
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The ftnthority of tlie Secretniy to retire treasury notes 
was " Buspon Jed " by an act of February 4, 1S68, a measure 
which did not meet with tlie approval of the Preeident, and 
■which became a law through hia failure to retnm the bill to 
Congress within the time preecribed by the CouGtitution. It 
would, however, be an error to interpret this as an abandon- 
ment of the policy of resumption. Upon March IS, 1869, a 
law was enacted pledging the United States, in all cases 
where the wording of tJie contract admitted of doubt, to pay- 
ment in coin or its equivalent of all public obligationa ; and 
further declaring that treasury notes should bo redeemed in 
specie before the payment of any part of interest-bearing 
obligations not due at tlie date of the act, unless some bonds 
bearing a lower rate of interest than the bonds to be re- 
, deemed could be sold at par in coin. 

From this time until 1ST4 the sentiment of the country 
fonnd expression in the policy set forth by Secretary Boat- 
well. This statesman proposed to let matters run themselves, 
in order that the credit of the country might be safe, and 
exports come to overbalance imports ; ^ for then, he claimed, 

' "The ability of tbo country to resmnc spscie p«yinentB nill not be due to 
•nj special leginlatioD upon that Bubji^ot, but to tbe condition of its Indiutriw, 
and to ilB fiDkQdal relationB (o other oouniriee. These, o[ coune, will be otott 
or lesa depcadoat upon the eeneral policy of tbe goronunent The *ir ex- 
• Iua»t«] the country of \ta mBterial wealth, and tbe States of the Sooth were 
^ lUenlly impoveriBhcd. A necessary condition for the resumption of specie paj- 
*BeDt8WBa tbe development of the iDduBtryot tbe nation, both South and North, 
•nd the consequent accumulation of tbo movable product* of industrj to encli 
■s Client that ciporta of those products sbontd be equal tubstantially to our 
hnporta. 80 tonj; as It ia Decessary to pay fur merchandise imported, by tbe 
transfer of government bonds or other CTidenccs oF indebtedness to other oodv. 
tries, so !ong It will be impracticable to resuDiG and miintaia specie pajmenta. 
When tbe products of Industry exported shall be equal substantially to the prod- 
uct! of other couotries Imported, there will be no demand for specie for export, 
except what may arise from the circumstance that our bonds held abroad are 
icnt borne, sold in our markets, and the proceeds exported in coin. Wben the 
credit of the oountry shall bo fully cBiabllsheil in Europe, and there shall be tto 
doobt rither of our ability or disposition to meet all our obligations, bonds here- 
tofore, and now to ■ large extent, held by merchants and bankers, will be trans' 
ferred to capitalists for permanent investments. When tliiB change shall bsve 
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there would be no danger of bonds being sent home from 
Earopo as the result of a Bcare, and resumption could take 
place with no shock to business. " It ia probable," said the 
Secretary, " that some decrease in the volume of paper will 
ultimately be neeeasary," and ho proposed that Congress 
should authorize the redemption of notes " not exceeding two 
milhons of dollars in any one month." It was also sugg^ted 
that the contract upon which the five-twenty bonds were 
iesued should be so changed as to adapt them for permanent 
investments rather than commercial paper, and that a subddy 
should be granted to shipping, and higher protective duties 
to iron, wool, and cotton, so as to " afiect favorably the bal- 
ance of trade." 

The policy of resumption advocated by Secretary Bristow 
brings to view one point of peculiar interest. He stated it as 
a fundamental idea that the banks and the people could not 
prepare for resumption " so long as the large amount of ir- 
redeemable paper now in circulation continues to be by law 
legal tender for all private debts with reference both to the 
past and the future. While this state of things lasts, gold 
will continue to flow from us, and find employment where 
the natural laws of trade, unobstructed by restraining legis- 
lation, make its daily nse indispensable." It was, therefore, 
proposed to take from the notes their legal-tender character 
for all contracts entered into after a specified date, and then, 
after the lapse of a definite time (three years was regarded 
as sufficient), to undertake the redemption of notes in specie. 
It was also advocated that the law should provide for the 
conversion of notes into interest-bearing bonds, as also for 
the sale of bonds equal to the entire amount of notes out- 
standing less available surplns in the treasiiry. 

taken place, iho probablKt; of our lecurilicB being seol home under the tattn- 
taeeot poUliral or financial distarbincea in Europe will be TCTyflUghl; ind 
wtion, SB a coDcnrriog fact, oar exports, eicluBiTo of public aeearitics, ihall be 
equal to our imports, apeoia pajmenta may be resumed wittiout ctcd a tempo- 
nrj embamsameDt to tbe biulnesB of tlie coudUj." — " Report of the Hiuuicea 
for isee," pp. >iii and lir. 
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The pJan of resnmption whieli comes into comparison 
■with these views is the one emhodied in the law of January 
14, 1875, according to which the return to specie pajmcnte 
was actually accomplished. This law did not modify in any 
way the legal-tender quality of such notes as were permitted 
to remain in circulation, but provided that their excess above 
$300,000,000 might bo converted into notee of the National 
banlcs at a fixed ratio, which notes, it will be remembered, 
are not a legal tender,* This was done by removing the 
restrictioD placed upon the issue of bank-notes, and requiring 
the Secretary of the Treasury to redeem United States notes 
equal to eighty per cent of the new issues. It thus appears 
that the general purpose of the Secretary, to reduce the 
quantity of legal-tender paper below the amount necessary 
to carry on domestic exchanges, was realized. Yet there is 
a difference between his plan and that embodied in the law. 
Had the plan of Secretary Bristow been adopted, the treas- 
nry department would have been converted into an ordinary 
bulk of issue ; but, by the plan embodied in the law, the 
government escaped the necessity of issuing notes that cJr- 
cnlate merely because they are redeemable in legal money, 
while at the same time it retained the advantage of furnish- 
ing the pubhc with so much of the paper circulation as under 
DO circnmstanccB will bo preeented for payment in specie. 
In this manner the law provided for elasticity in the circu- 
lating medium, while retaining a considerable portion of the 
debt in use as money, and for this reason are we constrained 
to approve the law rather than the plan submitted by the 
Secretary. 

For the rest, the provisions of the law were veiy simple. 
Free coinage of gold was established in place of a charge of 
one fifth of one per cent. The let of January, 1879, was 
designated as the day upon which payments in specie would 
be resumed, and the Secretary was authorized to sell bonds 



< The nmoimt ontatanding !□ 1S74 w&a $440,900,000, ot whicb (58,930,000 
bfeld not beoi put into drculatian. — "Beport on the FJubdccb for IST4," p. gSS, 
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in order to secnre gold " to the extent neeessarj to carry thie 
act into fnll effect." The act was simple and eonrageons, 
and the only critieism that may be offered npon it is that it 
was 60 long delayed. ^M 

The analyeis of this chapter permita as to adopt the flA^^| 
lowing concloBions : 

Floating debte at the close of a war should receive im- 
mediate attention, because they weigh more heavily on public 
credit than other forma of obligations, and because their 
maintenance opposes the qnick and easy establishment of 
eonnd buainess relations. 

If a country emerge from a war hardened with irredeem- 
able paper notes, it is wise to set on foot at once a policy of 
contraction, since in this manner the coantry may hope to 
evade the fall consequences of an inflated currency. 

We were also led to approve the principle underlying il 
law for the resumption of specie payments, by which (' 
UDited States came back to a sound monetary basis. 
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FEA.CE UANAQEUBNT OF A PUBLIC DEBT. 

Tbeeb can be no controversy respecting the purpose that 
should control the management of a public debt in time of 
peace. The payments entailed are a continuous drain upon 
the prodnctive resources of the people, and it consequently 
becomes the duty of the financier to lighten by every honeat 
means the burdens thus imposed. Under the guidance of 
Bucb a purpose, we are led to recognize three ideas which 
may properly direct the peace policy of any government. 

1. The evils of a debt may be mitigated if public obliga- 
tionB are made to perform some useful service, 

2. The burden of a debt may be lightened by reducing 
the rate of interest paid. 

8. The burden of a debt may be extinguished by repay- 
ment of the capital borrowed. 

Three distinct problema are thus introduced ; the first 
pertains to the profitable use of the debt, the second to the 
conversion of the debt, and the third to tlie payment of the 
debt. The last of these is of sufficient importance to claim 
for itself a separate chapter, tlie others will be taken into 

I immediate consideration. 
Profitable Vae of PuUic Belts. 
A public debt comes to bo of general convenience when 
of such form and character as to serve the purpose of invest- 
ments, or as the basis of contracts. It shonld then be the 
first object of the financier to so fashion the public contracts 
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QBder which a debt is held as to meet the dcmandB of ( 
mercial traDsactiona. It does not Eecni necessary to e 
ate and cla£sify the variouB Investors in public bonds whose 
needs should be consalted. Sach a classification woald in- ' 
clnde men who desire to live from the proceeds o£ past acca-J 
niulations, tmstees with estates to manage, corporataone 
whose busiueaa demands tcmporurj' investments and securi- 
ties that can be quickly turned, besides others that will read- 
ily suggest themselves to the reader. To serve in the high- 
est degree these several demands, the entire debt policy 
must be clear and simple. Good financiering will avoid an 
involved scheme of funding, like that, for example, adopted 
by Mr. Hamilton in. reorganizing the Revolutionary debt. 
Such a scheme may be good for speculative purposes bat 
not for permanent investment. The creditor, also, shoDld 
be granted every possible security against loss by fire or J 
theft; and to this end it is advisable to apply as far i 
possible the policy of registration which provides two di»- 1 
tinct evidences of indebtedness. In this regard the plan 
adopted by the United States is worthy of full commenda- 
tion, which permite any holder of coupon bonds to convert 
them into registered bonds at will. 

The general iirinciple that should control in giving shape ] 
to a debt in time of war has been already discussed. The 
government, as a seller of debts, desires to secure the highest 
possible price for its obligations, and to that end should con- 
sult the wishes of its customers ; but the apphcation of this 
principle in time of peace docs not call for so great a variety J 
of debt paper as during the continuance of a war. Nor Is it I 
necessary that temporary expedients during a period of I 
quiet, should exert as great an influence upon the form of I 
the debt as in times of exigency. 

But how, it may be asked, ia a financier to know if the ' 
form of obligations meets the wishes of the purchasing pub- 
lic t There is, upon this point, a sure test. Assuming, of 
coarse, the credit of the government to be stable, pablio i 
etoeke ought always to be quoted higher than the correflp(md-fl 
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ing Btocfca of private concerns. Tliia will be readily recog- 
nized when one notices the difference in tlie nature of tlie 
riak in the two sorts of securities. A railroad bond, for ex- 
ample, and a public bond are alike in this, that neither is eri- 
deoce of ownership in any particular thing, but both testify 
to proprietorship in a specific claim. The difference be- 
tween them ifl, that the proprietor of the former lays claim 
to a definite portion of the earnings of a particular industry ; 
while the proprietor of the latter has a lien upon the prod- 
uct of the general industries of the country. Some acci- 
dent in the particular industry considered, or a period of 
commercial depression, may deplete the fund out of which the 
holder of private stocks is paid ; but nothing short of a na- 
tional calamity can extinguish the fund out of wluch the 
holder of public stocks secures bis annuity. Public stocks, 
therefore, rest upon a broader basis than private stocks ; 
they involve less commercial rifib, and for that reason should 
be quoted relatively higher. WTienever this is not the case, 
there is just ground for criticising the administration of the 
Treasury Department. 

It may be objected that the rule here laid down panders 
to the interests of the bond-holding class, but a moment's 
consideratioa will show such an objection to be altogether 
untenable. It is assumed that no favor will be shown the 
public creditor detrimental to the public interest. Tbe only 
question here under consideration is how the debt may be 
made serviceable while it exists, and in all that has been said 
the superior right of the tax-payer has been held in view. 

But of more importance than this is the thought that by 
adjusting the public bonds to the wants of investors they 
will rise in price. The supply being a known, limited, and 
perhaps a decreasing quantity, the more widely spread the 
demand, the higher will be the quotations of public obliga- 
tions. The full advantage of this will not he seen until we 
have studied the question of conversion of public debt ; yet 
this much may be said at the present time, that the higher 
the price of the bonds, the less will be the rate of interest 
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with which the public creditors expreaa tliemficlvee satisfied. 
If, then, no obstacle lie in the way, the government, by an 
appreciation of ite bonds, finds itself in a position to borrow 
money at cheaper rates with which to pay its old creditors, 
and BO save the difCerenco in interest. It thus appears that 
by meeting the wants of investors the financier is taking 
steps which will eventually permit a decrease of the bardec 
of the debt. 

Another question which presents itself naturally in thin 
connection pertains to the nse of public bonds as tbe basis of 
public banking. It is now quite generally admitted that 
govemmeuts should in some manner control the iasne of 
notes used as money. It would be out of place in this essay 
to discuss the relative merits of bank bills and treasury notes, 
but, assuming that banking establisbmenta, as centers of issue, 
are a necessary part of the commercial mechanism, the wifr- 
dom of employing public stocks as the basis of such issnea 
will hardly be denied. This fact discloses a new principle 
for shaping the administration of a public debt in time of 
peace. It should be the purpose of the financier to in 
tain harmony between the banking laws and those laws 
which, in their working, subject the debt to continuoDS 
modification, so that, while tlic debt lasts, the banking estab- 
lishment may never become embarrassed. In this respect 
the policy of the United States is open to fair criticism ; bat ' 
as the problem suggested pertains primarily to the manage- i 
ment of the sinking-fund, its discussion may with adrantage 
be postponed until that subject claims our attention, 

But there remains one question respecting the profitable 
use of public debts that can not be thus lightly passed. On© 
at all acquainted with business knows to what extent gov- 
ernment bonds are used as pledges for the fulfillment of 
commercial engagements. Purchases, in the ordinary conrse 
of trade, are seldom made with cash, nor is any great enter- I 
prise act ou foot without creating Bgainst it many obligationeu ■ 
Among the many forms of collateral securities none take 
precedence of the promisee of ft well-eatabliahed government 
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and it is easy to perceive their peculiar fitness for tliis service. 
The annuity which tliey pay is independent of any particular 
buflineaa venture, their amount can not be increased or de- 
creased without full knowledge on the part of the public, 
they are as easily sold as any other sort of paper, while any 
change in their permanent price will probably enhance their 
Tslne ; it is for such reasons that public paper is bo readily 
accepted as business security. 

This fact, that public securities are closely interwoven 
with business transactions, brings to view a most important 
question of treasOry management. Stated in its broadest 
form it is as follows : Is it wise to grant the minister of 
finance any discretion in the control of tho debt, or shonld 
a treasury policy be permanently fixed, legally declared, and 
invariably followed ? The occasion upon which the admin- 
istration will be likely to receive strong appeals to depart 
&om its ordinary rules is the advent of a commercial panic. 
All grades of securities then fail to find purchasers, and 
many men whose assets exceed their liabilities stand in dan- 
ger of commercial min. The difBcnlty arises from the fact 
that extensive liabilities are an essential part of business life, 
and that failure to meet one's obligations the moment they 
become dae is confession of bankruptcy ; it must therefore 
follow, when men feel any pressure coming upon the money 
market, that they will hold on to what cash they may have 
and endeavor by all means to secure more. That which 

in universal demand is money ; that which is offered 
for money is securities of all sorts, and among them pub- 
lic obligations. "When it is discovered that the ordinary 
purchases of securities are not made, the wildest excitement 
is apt to prevail, and every creditor hastens to his debtor 
demanding immediate payment, and payment is cash. Con- 
fidence is lost in men because confidence is lost in sccnrities ; 
fear and suspicion, like a contagious disease, spread from 
mind to mind, and the country finds itself without warning 
in the fever heat of a commercial panic. At such times it 
does no good to philosophize about panics. Something must 



208 NATIONAL DEHCIT FINANCIEEINO. 

be done to calm excitement and to allay snepicion, for K> 
intimate are baeiness relations that the innocent and the 
blameworthy are alike ruined by failure of confidence. 

The first thought that Huggeata itself to men under each 
circumstancca is to appeal to government for relief. But 
■what can a govemment do? The nsual resort of writers, 
■when discussing the theory of panics and their relation to 
government poiicieB, is to the history of the English Bank 
Act of 1841; but so freqnently has the public been entei^ 
tained by a recital of this dull chapter in financial contro- 
versy that I venture to assume an acquaintance with its 
main features on the part of my readers. This history is, 
however, pertinent to the question in hand, for it places be- 
yond reasonable doubt the ability of a govemment to allay 
a panic by making its appearance in a jndtcions manner 
upon the money market. In England this end is secured 
through a suspension of the Bank Act., the virtual effect of 
which is to permit the bank to issue notes ■without the 
usual deposit of gold. Tliia creates the impression that any 
person who holds good commercial or government paper can 
procure as much money as he needs, and the result is that 
cash is no longer hoarded ; for one of the strange things 
about a panic is that as soon as cash is freely offered no one 
■wants it. 

But this, it is said, has nothing to do with the manage- 
ment of a public debt; and, bo far the United States is 
concerned, the Federal government can not suspend a law 
which requires a deposit of gold for every note issued, for 
it has no such law. The propriety of thns referring to the 
English Bank Act will be perceived when it is learned that 
there are those who believe the Federal goveniment is in a 
position to exert an analogous influence upon the money 
market, by a departure from the ordinary rules of mana^ 
ing its public debt. It must be held firmly in mind that 
the failure of confidence in times of panic does not so mach 
attach to men as to their ability to negotiate securities, and 
that the offer of ready money upon the market is able to 
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overcome this distrust. Now it is claimed that a govem- 
inGDt that cairies a great debt, and wiiich controk the isane 
of notes, is in a position to grant relief in times of pressure, 
and this in three waya. It may anticipate interest payments 
upon its own debt ; it may employ it« surplus revenue by 
unusual purchases of public securities ; and it may, provided 
any law grant such authority, offer to purchase bonds to 
unlimited amouuta by an issue of legal-tender notes. This 
third plan is, for all practical purposes, an offer to convert 
interest-bearing bonds into legal-tender notes bearing no 
interest. These measures would undoubtedly arrest a panic, 
provided they were able to create the impression that the 
govemraent was willing to furnish a eofficient amount of 
paper clothed with the legal power of paying debts. 

It must be admitted that there are certain objections 
against any interference on the part of the state. Many 
would urge that, by such a measure, the government over- 
steps its proper functions ; but this is certainly begging the 
question, for it assumcB some fixed rule determining proper 
functions. "With more reason may it be argued that a dan- 
geroufl power is entrusted to the administration when he who 
controls the public debt can fashion the treasury policy to 
meet the changing demands of a market. There are men 
whose political creed is bonnd up in the word " friendship " ; 
might it not then easily occur that political friends would 
be served, and political foes be refused assistance, and in this 
manner the discretion granted the minister of finance be 
turned to the account of electioneering J There is undoubt* 
edly this danger, but, before conceding this argument to be 
final, it may be well to inquire if it is the part of wisdom 
to refuse an administration the liberty to render a positive 
service because that liberty may be abnsed. This question 
is at bottom one of political philosophy, and may not claim 
our present attention ; it will probably be answered aoeord- 
ing as the reader has adopted the restrictive or the extensive 
theory of governmental functions. For my own part, I be- 
lieve that good government is more likely to be secorod by 



1 



210 



NATIONAL DBnCTP FINAMCIERKG. 



increaeing personal respoosibility than hy restrioting 
ftmctioDs of the eUte witliin such narrow limits that ooljr 
men of ordinary etrengtli of cliaracter and inferior talent 
will be drawn to a public career ; 1 must, therefore, regard as 
untenable this argument for refusing any discretion to the 
Secretary of the Treasury in the management of a public debt. 

Yet another tliought stands opposed to the appearance 
of the financier upon tlie money market. It may be said 
that there is danger in thus magnifying the ability of the 
government to grant assistance in times of panic. The policy 
of aiding solvent firms would encourage recklessness in busi- 
ness management, and thus multiply the occasions on which 
assistance would be demanded. This, however, does not 
Beem to have been the result in England, where it now stands 
m an unwritten law that the Bank Act shall be suspended 
whenever demanded by the exigencies of the market. Nor 
can one easily understand how such a result should follow. 
A panic is not a corner ; it can not be manipulated into ex- 
istence. The purpose of governmental assistance in sustain- 
ing those who are engaged in sound business enteqtrises, is to 
prevent their being involved in the ruin that follows the 
collapse of worthless eecnrities ; how, then, may one jaBtly 
conclude that an expression of willingness to render audi 
asaistanco as this will encourage men to fly the kites of specu- 
lation i Indeed, the reverse of this will be true. Specula- 
tive methods are encouraged when business is so organized 
that the fall of a reckleps firm may bring min upon a house 
whose methods are sound. So long as speculation succeeds, 
it is the source of high profit, and, if the danger arising ont 
of it is common to all men, each will feel the temptation to 
indulge in reekless ventures. It is the knowledge that a 
business will stand upon its own merits in the day of trial 
that holds out the best inducement to conservative manage- 
ment, and this may be obtained by providing for the ready 
conversion of all good securities into cash on demand. 

But, turning to the second point : "Will the haWt of too 
great dependence upon government be engendered if the 
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state proffer its asMBtance to solvent firms ? Witliout doubt 
tlie administration sltoiild ni>t be officious in granting it£ aid, 
nor offer this upon sudi favorable terms that men will relax 
their exertions to extricate themselves from difficulties. This 
self-help in time of panic can only come through an agreement 
on tlie part of the banks to accept something hosidea legal 
tender in the settlement of balances. Thos, in the panic of 
1873, the clearing-house of New Tork city rendered marked 
flervice by creating a paying medium, receivable between the 
banks, to the amoimt of $20,000,000. But such an action 
aa this can not reach the heart of the immediate difficulty, 
and arrest a panic before it ehall hare caused the downfall 
of many solvent houses ; for it must necessarily be slow, rest- 
ing as it does upon the deliberation and consent of a large 
body of men ; nor is it adequate to allay that unreasoning 
fear which impels every man to demand cash. Nothing 
can do that but cash in sight. Thus, while this objection is 
very pertinent in suggesting one of the rules according to 
which assiBtaace should be rendered (as will shortly be 
shown), it does not oblige one to deny the wisdom of any 
assistance whatever. 

The principles that should control in adapting the man- 
agement of a del)t to the temporary relief of the market may 
perhaps be the most advantageously discussed by a study of 
the action of the Federal officiab during the panic of 1873. 
It will be remembered that this panic was precipitated by 
the failure of Jay Cooke & Co., on Thursday of the third 
week in September, and njjon the Friday following, known 
as "Black Friday," there was, in the city of New Tork, a 
general colkpse of banking-honses whose solvency had been 
to this time unquestioned. Upon Saturday there was a ru- 
mor that Secretary Richardson would deposit $10,000,000 
in the banks of the city, so aa to f nmiah ready cash ; this 
caused a momentary feeling of confidence, but distrust again 
returned as soon as it was ttnown that the rumor was without 
basis. The President came to New Tork on the evening of 
Satarday, and held a consultation with the prominent mon- 
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ejed men reBpecting the aasigtance which the admiuistrattOD 
might render. Nothing waa definitely decided nntil the 
advent of the Secretary of the Treasury, but on Monday 
notice wm given that the GoTerntnent would employ its bup- 
plos revenue in the purchase of five-twenty bonds, paying 
therefor in greenbacks the par value of the bonds estimated 
in gold. This was a modification of the treasary policy to 
meet a temporary demand of the martct, for it did away 
with the purchase at stated days and in sealed envelopes, and 
offered to tate all bonds that ehonld be presented at an ad- 
vertised price. It should be noticed, however, that the sur- 
plus revenue was only $14r,000,000, and, in consequence, that 
this offer to furnish money was a limited offer. I^ter, the 
government acceded to the appeals of the street, and pro- 
posed to anticipate the payment of November interest apoD 
the public debt — a measure which placed some $8,000,000 
within the reach of those who desired money. If the pre- 
vious discussions of the general principles involved have been 
accepted, no objection can be made to the purpose that in- 
spired the administration. These payments could in no way 
involve loss to the government; the cash was on hand, or 
could be easily procured, the market was in pressing need 
of the money, and it was known that the longer tlie panic 
endured the greater would be the permanent injury to the 
business of the country. In carrying out this meaiinre, how- 
ever, there are two particulars in which the actions of the 
administration are open to fair criticism. Tliis assistance 
of the government would, in the first place, have been mach 
more effective had it not been so long delayed. It is hardly 
just to censure the Secretary for not possessing the gift of 
prophesy, and foreseeing that Friday was to be the black day 
of the decade ; but a people has the right to claim that the 
man intrusted with the treasury portfolio shull know enough 
of the theory of trade and finance to enable him to decide 
promptly when facts are made known. The first question, 
and, indeed, the important one, to be decided is, whether 
the administration ahall tmder any cu-cumstanceB make itS' 
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appearance upon the money martet except in conformity to 
fixed rules; and tliat ahoiild have been settled, so far as the 
Secretary was concerned, before he ventured to fill an office 
bearing snch grave responsibilities. Asanming this first ques- 
tion to liave been answered by bim in the affirmative, the 
second presents itself only -with the emergency, and asks if 
a crifiifl is so great as to warrant interference by the Federal 
government. In tlie panic of 1873 this might have been 
answered by a wise man early on Friday, and a simple notice 
that the Secretary wonid appear on the market and pur- 
chase public stocks would have allayed for a time at least the 
unreasoning fear of creditors. 

A farther lesson presents itself from a study of the part 
performed by Secretary Richardson in the pam'c of 1873. 
The money furnished by him did not seem to grant the 
relief that was expected, because it was placed upon the 
market in such a manner as to find its way into the hands of 
those who did not really need it. We may with propriety 
agaiQ refer to the rule adopted by the Bank of England for 
placing the notes issued under the suspension of the Bank 
Act. The attitude of the bank was such as to say to those 
who rushed like madmen about the streets in search of mon- 
ey : Here is all the money you want ready at hand, but yon 
must pay for it a high figure. That is to say, it placed its 
discount BO high that only those who were in imperative need 
of the money would consent to the loss which would attend 
the realization of their securities. In 1847, the panic is said to 
have disappeared in ten minutes after it was known that the 
Bank Act had been suspended, bnt since the discount upon 
Eecurities was placed very high, the bank was obliged to issue 
only about £400,000 of notes. In 1S57 and 1S66, similar 
reenlts followed the same act on the part of the government, 
but in these cases the bank was prohibited from granting 
any discounts less than 10 per cent. The principle here in- 
volved is quite plain. This money which the government 
provides must not be hoarded, or the purpose for which it is 
provided will be defeated. 
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In 1873 tliis rule was dtsrcgarded, and the well-ni 
endeavor on the part of Secretary Eichardeon was in large 
measure renjered abortive. The Secretary purchased boods 
in legal-tender notes, paying for them their par value in 
gold. Gold was quoted in currency at 111, while bonds 
ranged about 115; the loss, therefore, to one who seoored 
legal tender upon sale of Buch secnritieB was equivalent to a 
discount of about 3 per cent, and this rate was not suffi- 
ciently high to prohibit the conversion of debt into !e^ 
tender for purjiosea of hoarding. The fact is that the 
greater portion of this money found its way into the reserve 
or deposits of tlie savings-banks, but as the savings-banks 
availed themselves of that clause upon which their business 
is transacted which permits them to refuse payments upon 
deposits for three months after notice, there was no way in 
which this money could be brought again into general nse. 
One is then obliged to say that the business community re- 
ceived but little advantage from the assistance which the Sec^ 
retary endeavored to praLt, but that this is due rather to inef- 
ficient management than to the fact that relief lay outside 
his ability as head of the Treasury Department. He ehoold 
have earlier declared his intention, and he should bare i 
driven a harder bargain with his customers. Suppose he had I 
offered to purchase bonds at their par value, estimating ' 
greenbacks as gold ; it is not probable that he would have 
found many to accept his offer, but the knowledge that the 
money was offered and could be obtained when needed 
would have allayed all fear. It is from such criticiBraa sa 
these that the rules are to be disclosed according to which a 
treasury carrying a heavy public debt should be managed in ■ 
time of panic. 1 

But what may be said for the proposal that interesb* I 
bearing bonds should be converted into treasury noteal ' 
Oddly enough, something quite analogous to this came up in 
1873. It will be remembered that Secretary McCulloch en- 
deavored to contract the currency by withdrawing green- 
backs from circulation. Such notes as were withdrawn were 
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not destroyed, but kept in tlie treasury, and when tho policy 
of contraction was arrested, under Secretary Boutwell, that 
brilliant financier conceived the idea that this fond conati- 
tnted a treasury reserve. "Wlat it was a reserve to, or why a 
reserve waa needed, no ono ever knew, for there were no 
obligations created at!;ainat the greenbacks thus withdrawn. 
It waa claimed that this fund could be re-isaued at the pleas- 
ure of the government, and in 1S73 strong pressure was 
brought to bear upon tlie admiiiiatration to induce it to ex- 
pend this fund in the purchase of government securities. 
To this the President would not consent, for he conceived 
that no legal authority existed for such a procedure. 

In discuBsing a proposition of this sort, we must first 
learn why the notes issued are accepted by creditors. Is it 
becauae they are legal tender or because they are convertible 
into gold } It is believed that the advisability of the issue 
of new notes in time of panic must differ according as 
one or the other of these assumptions is found to be realized ; 
and the reader is especially requested to hold in mind that 
if notes are convertible into gold, there is no need of a legal- 
tender clause in their issue. In the monetary condition of 
the United States previous to 1879, when specie payments 
were reaumed, the power of re-iaeuing at pleasure a large 
amount of irredeemable notes waa full of danger to commer- 
cial intereats. Whatever evils are inherent in arbitrary 
cbangea in the amount of money attaches to this power, for, 
iince the notes are irredeemable, they do not possess the abil- 
ity of self- retirement after the exigency has passed which 
called for their issue. It is true that the government might 
provide for their reconversion into interest-bearing bonds, 
but it has been shown by experience that this ia not a suffi- 
cient guarantee against inflation. "Wo are, therefore, con- 
atrained to conclude that tho President was wise in opposing 
the employment of the "reserve fund" for the purchase of 
bonds. And yet the argument in fftvor of such a measure, 
although not eonclusive, is very strong. Unless it is known 
that tlie ability of the government to grant assistance in 
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titnea of pressure is without limit, all its proffered help may 
be fatile. The reason why a auspension of the Engliah Bank 
Act is able immediately to restore confidence is that every 
solvent hoTiBC knows that the bank's fnnda are tmlimited, 
and that every bosineas man with good secarities is safe. 
But if the assistance of the government can not extend be- 
yond the surplus it happens to have on hand, there ia no 
assurance that its strength is adequate to the task it onder- 
takes. " Under the present system of Commercial Credit," 
says the economist Mr. MacLeod, " there must be some 
Source with the Power of issuing undoubted Credit to sup- 
port Solvent Commercial Houses in times of Monetary 
Panic," and he prints it in itaUcs. "Without the power of 
issuing notes at discretion, the government can not furnish 
this undoubted credit ; with the power to issue irredeemable 
notes, all business is thrown ou that uncertain basis which 
arises from money not self-regulating but Congress-regu- 
lated. Certainly the position of a financier under snch con- 
ditions is far from agreeable. His decision must in either 
case be followed by serious consequences. But, all things 
considered, it seems wiser to permit a panic to wear itself 
out ratlier than grant to any administration the power of in- J 
flating the currency at pleasure. I 

But at present United States notes are redeemable in 1 
specie. Let it be assnmed that gold Ja t!ie only paying 
metal (or that other nations hare also adopted silver aa part 
of their monetary system), the money of this country wonld 
then be self-regnlating, and continue to bo self-regulating 
as long as specie payments were maintained. The Fed- 
eral government would, under such conditions, have as full 
and complete control over a panic, by an offer to convert 
bonds into notes at the pleasure of the holder, as has the 
government of England when, acting through the bank, it 
offers to discount commercial paper with new notes. And it 
would be wise for Congress to provide a law granting to 
the administration such discretion in the peace management 
of the public debt that, while the debt sh^l continue, it ma; i 
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serve as balkst for commeraial enterprises, SuppoBe that 
notes were issued in coneeqaence of 6uch a ]aw, they conld 
not eSoct inflation, for the amount issued would be quickly 
withdrawn, being reconvertible into bonds, and convertible 
into Bpecie ; but if the financial history of England is worth 
anything as evidence of what would take place, the practical 
efEect of the law would be secured without an issue of notes. 

Conversion of J'uhlic Debts. 

Id continuing the line of this discussion as proposed, our 
attention is now drawn to the topic of coavereion of public 
debts. The process of conversion may be technically de- 
fined as a financial operation addreesed to the form of a pub- 
lic debt already in existence. Since contracts of this sort 
are expressed in terms of principal, rate of interest, and 
time, a change in any of these items may bo properly re- 
garded as constituting a conversion ; but for the most part 
the study that follows will be confined to changes in the rate . 
of interest. 

The immediate efEect of an operation that reduces the 
rate of interest npon public bonds is to decrease the burden 
of a debt. The money thus saved may be remitted to the 
people by reduction of taxes, or it may be devoted to the ex- 
^tinction of the principal of the debt. 

But under what conditions will it be possible to induce 
creditors to submit to decreased interest S It is, of course, 
not contemplated that a state shall employ its sovereign 
power to enforce modifications of the contracts into which it 
haa freely entered. Such a procedure would bo repudiation, 
and not voluntary conversion. It is assumed throughout this 
discussion that the state acknowledges in the spirit of honor 
and integrity the terms of the obligations it has created 
against itself. 

A government is In a position to secure a reduction in the 
rate of interest which it pays when it holds the legal right 
to expunge the debt through payment of the principal, and 
when the roling rate for money upon the market ia less 
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than the mte mentioned io the bond. These two coadhi 
tions fulfilled, a, governmeiit ina^ say to its creditors : Too 1 
must eitlier cotisent to receive less for the capital jon hsTS i 
intrusted to ua, or the araount of capital called for in thai 
bond will be returned to you and the debt discharged. 

It seems almost unnecessary to arrest our study at thJS^ 
point for the purpose of ehowing that a govemtnent is Joed- 
fled in thus reducing the burden of a debt. An operation 
of this sort appears altogether appropriate, at least to the 
people of the United States, In this country, as well as in 
England, a fall in the market rate of interest below tiie 
treasury i-ate imposes a duty upon the government to secnre 
to the taxpayer the benelits rendered possible by such a state 
of affairs. Yet, strange as it may seem, there have been 
cases in which the infiuenco of debt-holders has been sno- 
cessfully urged against any reduction in interest. This oc- 
curred in France between 1878 and 1883, At any time dur^ 
ing these years the condition of the money market was eudi 
that large savings might have been easily effected by redno J 
ing the rate of interest paid npon the public debt, yet no 1 
ministry dared undertake the measure for fear of political 1 
consequences at current elections. 

" The state bad borrowed in a moment of distress," says 
M. Mathieu-Bodet, " at the rate of e-06 and 6-29 per cent ; it, 
is now able to secure so much capital as is necessary to repay 
this debt at less than 3*75 per cent." The possible Baring aris- 
ing from this relation of market rate to the rate paid on the 
bonds was recognized by economists, financiers, men of af* i 
fairs, and men of the state. In 1879 the chambers appointed I 
a commission empowered to carry through a plan of convert 
sion. The minister of finance came before the commission and 
declared "that it was impossible." The secret of this estr*- 
ordinary procedure was that Gambetta, at that time practical 
dictator in France, feared the efEect of such a measure on his 
own and his party's power. An historian of the finances of 
the Republic adds in relation to this matter ; " In 1880 and ] 
1881, as in 1879, the circumstances were propitious ; rates w 
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favorable were for convereion ; money was easy ; no eriBiB had 
yet borne npon exchange. In ISSO, the successor of M. Say, 
M. Magnin, waa in a position to repair the error of 1879 ; bat 
the interdict was not yet raised, and M. Gambotta consented 
his ]>ower. For the rest, the approach of the electiona led 
the minister, the commission, and the Chamber, little by lit- 
tle, to the views of the dictator; the deputies commenced to 
think that the holders of the booda would be little satistied 
with the reduction of their payments, and that the tax-pay- 
era had little taate for the economy ; they feared the hostil- 
ity of the one class without counting very much on the fevor 
of the other." ' 

I have called tlus an extraordinaty procedure. It cer- 
tainly appears bo. It indicates that the French people do not 
possess the linancial sense in a high degree, otherwise they 
could never be deceived by the sophistry that it is a good 
thing to pay taxes in order to secure payment on bonds. 
This is altogetlier akin to the old error tliat a public debt 
can not impoverish a nation, becanse the payments it occasions 
are but payments from the right hand to the left. Even 
supposing the debt to bo distributed among the people in 
proportion to the demands made upon them for contribu- 
tions, there would yet be an actual loss in shrinkage while 
the taxes are passing through the hands of the government. 
Indeed, the considerations which lead to the conclusion that 
public justice demands conversion, when admitted by the 
terms of the contract, are so self-evident that their statement 
appears puerile ; and the fact that French writers on finance 
regard tlie careful presentation of such considerations neces- 
sary forms one of the most severe criticisms npon the finan- 
cial ability of tliat people. 

But does the conversion of a public debt meet with the 
approval of public economy, as well as conform to the de- 
mands of fair dealings i Certain curious arguments have 
arisen reaj)ecting the question thus introduced. It is some- 

■ Cf. " Len FiDonces de U R^publiquc," B. Le TrAeor ie U Rocqu& Pari*, 
18M, pp. 24-29, 
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timea urged that a reduction in tlie rate of intereet paid by 
tlio state is opposed to public welfare, because this tenda to 
force tlie rate of profit iu tlie cominuiiity down, and this is 
conceived to be prejudicial to iDdnstrial prosperity. On the 
other band, they who propose a forced conversion of pnblic 
debt, reducing the government rate below the market rate, 
rely upon the same premise for their conclnsion. Low prof- 
it8, they claim, follow conversion ; this leads to low prices, 
and low prices are desirable for the community. It is an- 
necessary to pass judgment between these conflicting flaima, 
for the truth is that the premise upon which they both rest 
is wholly untenable. It is not within the ability of a gov- 
ernment to permanently afEect the rate of profit in a com- 
mimity by changing the rate paid upon its debt. The rate 
of profit is determined by general industrial conditions. One 
must not assume to nnderstand this subject until he perceives 
that a conversion of a public debt, by which interest pay- 
ments are reduced, is a resultant and not a causal fact. It 
is of no importance, therefore, whether the claim here stated 
be urged for or against conversion, it is equally untenable ia 
either case. 

Such considerations as these suggest in what manner 
the public financier nhould approach the study of refunding 
operations. lie should conceive that (he admiuietration 
stands with regard to them as the directing board of a great 
business corporation. This is true, because in this matter' 
there can bo no disparity of interests between the govern- 
ment as a corporation and the subjects of the government as 
tax-payers. Questions of refunding, therefore, are maclt 
more simple than they at first appear, for they come under 
the general rules of common business. 

It may be a trite saying, and yet it is an important tmth, 
that the first step toward conversion is the establishment of 
public credit. So far as a government is concerned, a reduc- 
tion in the rate of interest paid on public obligations is the 
only ma-iUB througli which it may avail itself of the benefits 
that spring from a rise in its own credit. Thus, if the ne- 
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oessary fcixes are levied, if obligations are reduced to clear 
and simple form, if demand for variety be duly appreciated, 
and if all question of fair dealing are placed beyond reason- 
able doobt, confidence will be firmly eBtablifihed in tlie ability 
and wiilingnesa of a government to meet its contracts, and 
its bonds will consequently be eagerly sought by all investors. 
The market being in this manner extended, competition will 
arise among the purcbasers, and stocks will be quoted at 
premium, altbough the government has reserved the right 
to redeem them at par. It is under such conditions that the 
burden of a debt may be reduced, and tlie reduction is prop- 
erly accredited to the administration as a reward for public 
honesty and sound financial management. Financial writers 
have always been willing to grant due praise to those states- 
men who Iiave brought about a decrease of interest charges, 
for tbej fully recognize that the honor of such a transaction 
belongs to those who have seduloasly guarded and persistently 
supported the public credit. A quotation from Sir Stafford 
Northcote, descriptive of a refunding oiieration in England 
in 1844, may not be inappropriate as illustrating this point : 

Mr. Goulbum brought forward bis plan for this conversion 
on the 8th of March, 1844. It was not the first occasion upon 
which he had had to perform such a task ; for it had fallen to 
liis lot, in 1830, to propose and carry a reduction of interest 
upon a large part of the very stock with which be was now 
again to deal ; and it was natural that he should feel cratifica- 
tion at being a second time able to propose so material a relief 
to the country. He was able, too, to claim for the Government 
of which he was a member a considerable share of credit for 
the policy which had contributed to bring about the satisfac- 
tory state of the money market which rendered his operation 
possible. Hoiv far the revival of trade and the industry of the 
country was to be attributed to their measures was, of course, 
a matter open to question ; but it was evident that their firm 
determination to avoid a recurrence to any eystem of loans for 
the purpose of meetinp; the deficiencies of the revenue, and to 
supply those deficiencies by fresh taiation, and their success 
in strengthening the balances in the Excheqiier, and dispensing 
with the necessity of leaning on the Bank for support, had di- 
rectly tended to raise the pnce of the funds. At the accession 
of the Government to power, Consols had stood at 89 ; they 
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now stood at 99, The balances in the Eichequer, which st tl 
commencement of the year had been as low as £1,400,000, hai^ 
risen to £4,700,000. There were no Deficiency- bills wDpaid^l 
nor bad it been necessary to have recourse to the Bank for ad- ■ 
vances in anticipation of supplies during the whole year. The 
amount of Excheqner-bills in circulation was between ill8,000,- 
000 and £19,000,000 only, an amount then considered low in 
comparison with previous years ; the interest upon them waa 
but £2 is. per cent, and they commanded a premium of £3 
I83. per cent in the market. There could be no doubt that tha 
firmness of the Government and of Parliament in submitting 
to the Income Tax, rather than stave off the evil of a growing 
deficiency by resorting to a loan, had contributed matcriaDj 
to this satisfactory state of things j and the country waa now 
to reap the jnst reward of its exertions for the maintenance of 
its public credit, in the reduction of the rate of interest to the 
public creditor. ' 

We are led next to consider certain technical qnestiotu 
that ainse in carrying through a policy of conversion. With 
regard to the time at which tliia policy may be set on foot, 
the ground for decision is altogether plain, bnt the details of 
conversion are by no means bo rimple. Contrary to the 
definition given above, a refunding law usually afisumes that 
an old debt ie to be extiogoislied and a new one created. It 
is not admitted that the new bonds represent the old with 
changed stipulations. If, for example, wo turn to the act of 
1870, which authorized the refunding of the national debt 
of the United States, it will be noticed that the tirst acction 
of this law proceeds as though a debt were to be created. 
The Seeretaiy of the Treasury is authorized to issue bonds of 
three sorts, each to a limited amount, the time of redemption 
being carefully stated. There is no reference to the existing 
debt, except in the last clause, which specifies that " nothing 
in this act, or in any other law now in force, shall be coi 
etrued to authorize any increase whatever of the bonded del 
of the United States." The wording of the second section, 
alfio, maintains the assumption that the debt created is a new 
debt. By it the Secretary of the Treasury is empowered to 
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sell the bonds issued under the act at their par value in coin, 
the proceeds of whii'h shall be devoted to the redemption of 
the ontstanding " five-twenty bonds," or to accept in lieu of 
coin the old debt at par. That is, subscriptions to the new 
debt may be made either in money or in old stock. 

Should one inquire why governments proceed upon the 
aasamption of creating a new debt in fashioning their refund- 
ing laws, two replies present themselves. In the first place, this 
is the most simple method of procedure. The pnblic book- 
keeping ia in this manner guarded against complications of 
any sort. One account is expunged before another is begun. 
Eat of more importance than this, the government, by adopt- 
ing this method, avoids every appearance of exercising nndue 
pressure upon its creditors. One condition of the old debt 
is tljat a stipulated annuity will be paid as long as the prin- 
cipal remains unpaid ; in order, then, to reduce the annuity, 
the technicality of law requires the creation of a new princi- 
pal. In this manner any creditor who is not satisfied with 
the rate of interest on the new bonds may roocive his capital 
in disposable form. The practical bearing of this view of a 
refunding operation is, tliat the offer of payment should be 
made in good faith by the government, and under such con- 
ditions that the demand of any creditor ^'ho desires cash 
instead of new bonds may be promptly met. 

It ia not, however, necessary, in order that the offer of a 
government be sincere, that a sum of money should be col- 
lected adequate to the payment of the entire debt. It ia 
only required that public credit should be so firm, and the 
money market be in such a condition, that the adminietrution 
is morally certain of its ability to borrow fresh capital at the 
rates for which it offers its new bonds. 

Again, in order that a refunding operation may be suc- 
cessfully carried through, the new bonds should grant some 
immediate actual benefit to those who are willing to accept 
them in lieu of the old ; for in this manner the transaction 
will not call for the h.indting of any considerable amount of 
money. There can, of course, be no advantage in the condi- 
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tions offered by the new debt over those granted by the old, 
but the contract on the new debt may be so drawn as to in- 
vite purcbasea when capitalists compare this method of in- 
vesting their money, with investment in other forma of pro- 
duetivo property. This does not mean that govemmenta 
most pay a higher rate of interest than other investments 
can pay. The several terras of a debt are, within limits, 
transmutable. As motion may be changed into he&t and 
heat into light, bo security may be transmnted into length of 
investment and length of investment into rate of interest. 
This being true, it follows that the financier can depress any 
particular element of a bond by emphasizing ibe other terms 
of the contract ; and this he should do in favor of a low rate of 
interest, for it is the annual interest-payments wliich consti- 
tute the immediate bnrden of a public debt. But because 
of the many ways in wliicli public obligations may be used 
in private affairs, they who lend the money regard time for 
which investments are made and stability of value as of. 
greater relative importance. It seems, then, possible for 
financier to depress the rate of interest to a low figure 
yet offering investors some decided commercial advanlago' 
over other forms of investment, and this he can do by stipa- 
lating that the new bonds shall be subject to no further 
alteration for a specified term of years. Without this gnuw- 
autee a bond bearing a low rate of interest will not Boat 
par. 

But what is the proper time for a guarantee to run I Ntf! 
definite answer to this question can be given except in 1 
presence of known CDuditions, but we may consider thrf 
principle according to which it should be determined, 
decision of the financier depends wholly upon the polic/l 
that has been adopted respecting the payment of the debuW 
Upon the theory of permanent indebtedness, the considera- 
tion of a low rate of interest ought to outweigh that of con- 
trol over the form of the debt, and the time of guarantee 
should then be based upon an estimate of the probable f utDrflJ 
fall in the market value of money. That is to say, no g 
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ernment ehonld contract itself ont of the rtglit to make a 
further conversion at some fotnre time in order to eecnre a 
Blight immediate reduction in the interest-payrucnts. If the 
commercial forces are such aa to depress rapidly the rate of 
interest, and if it is probable they will continne to operate, 
the gnarantee against new conversion should not be for a 
long period ; but if, on the other hand, the market rate for 
money is already as low as may be reasonably expected for 
eome years, the time may bo more extended. The mle that 
applies to old countries can not be accepted by new and rap- 
idly developing peoples. 

AflBuming, however, the policy of debt payment, another 
element bearing on this question is introdaccd into the cal- 
colatioQS of the financier ; but in this case the mle is quite 
simple. The administration should assent to no plan of con* 
version by which the policy of debt payment may be em- 
barrassed. Tliis rule has been frequently disregarded. In 
the financial history of our own country there have been two 
instances in which the Secretary of the Treasury has found 
it impossible to apply in a judicious manner the moneys ap- 
propriated for the extinction of the debt. The first of these 
was the occasion of much complaint by Mr. Gallatin between 
1806 and 1811. As has been already stated, the financial 
operations of the Federalists had thrown a large part of tho 
debt into a form which permitted payment only at the rato 
of a twenty-four-year annuity. But, as Mr. Gallatin had se- 
cured an annual appropriation of $8,000,000 for the service 
of the debt, all obligations payable at the pleasure of the gov- 
ernment, except the three per cents, wore quickly expunged, 
and the Secretary consequently found it impossible to apply 
in a jadicious manner the surplus which he had with so much 
labor secured. Had Mr. Gallatin managed the refunding of 
the original debt, or had Mr. Uamilton managed the payment 
of the refunded debt, this embarrassment would not have 
made its appearance; but this incident well illnstratcs the 
antagonism that exists between the policies of conversion and 
payment. The other case is of slight importance. It 0(V 
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curred in 1829. The debt available for payment amoTrnteS 
to $9,800,000, and tlie snrplus reveQue for the jear was 
$12,000,000. 

But the refunding act of 1870 is opea to just mticisin 
from tliia point of view. Up to the present time there has 
been no difficulty in applying surplus revenue to existing 
obligations, but the present guarantees against redcmptit 
are such that the government must soon experience the 
barrassment of endeavoring to carry on the policy of debt 
payment. Besides the five-per-cents, two classes of bonds were 
created — those bearing -tj per cent interest, redeemable Sep- 
tember 1, 1801 ; and those bearing 4 per cent interest, re- 
deemable July 1, 1907. The amount of the former ia 
$250,000,000 ; that of the latter is $738,000,000. In addi- 
tion to these, there are the three-per-cent bonds redeem- 
able at the pleaenre of the Government, now amounting to 
$194,000,000. The permanent appropriation due the sink- 
ing-fund ia about $45,000,000, but for our present calculation 
should 1)0 put at $50,000,000. Assuming that this appro* 
priatton will be applied to tlie redemption of the three-pei^ 
cent bonds, it appears that there are enough of these bonds 
to absorb the sinking-fund payments for four years, wlii< 
■would bring us on, in the policy of debt payment, to 
year 1890. At first glance it appears tliat tiie calcxdatdon of 
our financiers waa quite accurate, for but one year intervenes 
between the expungement of the three-per-cent bonds and 
the time when the four and a half per cents become redeem- 
able at par.' But this conclusion overlooks the fact that BtiP- 
plus revenue can not be added to the sinking-fund payments, 
as has heretofore been the custom. 

But, passing to the year 1891, how will matters then 

' Tb« Ggurea are changing ea rapidlv tbal a correc^on in Ihe text doet not 
■ecm to be the most pertinent method of portraying the fnll strength of lUl 
v^ment As tbU goe« to preux, the monthlj Biatemcnt for December, 18BS, 
ihoTi that $79,000,000 only of tho three pet cents remain uopaid, and the Pred- 
dent in hii ineasage usumes thiit the entire amount will bo paid during the oc 
ing jear. Tet the calculation in the Icit b based upon figures which were c 
rent B jeari^o. 
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stand) la tliat year a sura of debt capable of absorbing 
Binking-fuiid appropriations for five yeare will come under 
the control of tlio government. But no other bonds are 
redeemable until 19iJ7. It seems, then, that in 1S96 the ad- 
ministration must adopt some other method of paying the 
debt or suspend for a term of j-eare the sinking-fund appro- 
priation. To adopt this Eecond suggestion would bo, for all 
practical purposes, to decide upon the maintenance of a debt 
of three quarters of a billion, for taxes once remitted are 
with difficulty re-imposed for the purpose of paying a debt. 
Still, it can not be Hiid that this is a serious criticism upon 
the refunding act of 1S70 ; the greater blame lies with those 
who now profess to manage the financial affairs of the coun- 

"J- . . 

Perhaps there is no temptation presented to the financier 
so alluring as that which leads him to sacrifice control over 
a debt for a slight though an immediate reduction in the 
annual payment for interest. Suppose, for example, that 
money is worth 4 per cent, but that the government is pay- 
ing 5 per cent upon oatstanding bonds. It is certain that, 
with a ten years' guarantee, the debt of the country may 
be converted info a four-per-cent bond issued at par, thus 
permitting a saving of one fifth of the previous annuity. 
But the financier is not satisfied with this. He sees that, by 
granting a guarantee against new conversion for twenty or 
thirty yEiars, lie can yet further reduce the immediate biu-den 
of the debt, and the greater the reduction the greater will 
be his popular reputation. Few men can withstand such a 
temptation, but it is ngainst this choice that sound financial 
principles utter their strongest protest. It is altogether prob- 
able that, before the thirty years shall have expired, a lower 
rate of interest than the actual rate paid might be secured, 
in which case what is gained at t!io beginning of the period 
is lost at its close. The present quotations for the four-per- 
cent bonds show tliat, were they now under the control of 
the government, they might be reconverted into bonds bear- 
ing 3 per cent interest. There is thus disclosed an unneces- 
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Bsry annual payment of one per cent upon three qtiarters of fl 
billion of monej, resulting from an error in judgment ( 
the part of Congress in 1870, and tliifl payment DJUst coo-' 
tinue till 1907. 

Other qneetioos of a technical character arise in the course 
of refuudiug a public debt. Thus, it is necessary to decide 
whether the operation ehall be carried on 80 as to decreaeo 
the principal of tho debt, bo as to increase the principal, or 
in sach a manner that the principal of the new debt shall ba 
the same as that of the old. In the first case, conversion is J 
said to have taken place at premium ; in the second, at dia^fl 
connt ; in the third, at par. f 

Conversion at premium is never adopted with a view to 
lighten the immediate burden of a debt, bat rather as one 
of the means of extinguishing its principal ; its consideration, 
therefore, finds no place in our present discussion. And, ao 
far ae the other plana of conversion are concerned, it is only 
neceesaiy to clearly understand what is meant by tho terras, 
and it win at once be seen that the principles which control 
the first issue of a debt apply in every particular. A dis- 
count conversion is a discount sale of a new debt, the pro- 
ceeds of which arc api)lied to the extinction of a debt at 
premium or par. In order to carry such an operation 
through, there must be created a sufficient amount of addi- 
tional stock that tho total principal of the new debt, at the 
rate for which it sells upon the market, will equal the par 
value of the old debt. It need hardly be remarked that the 
rate of interest borne by the new debt wUl be less than tho 
rate which an equal amount of free capital would have se- 
cured had the conversion biken place at par, and that it is this -m 
slight saving in the actual amount paid in interest that reOifl 
ommendfl discount conversions to the practical financierjf 
Bat, for the reasons already given, this policy does not meet 
the claims of sound financiering,' The immediate saving 

'Cf. on/f, pp. 167-177. 

It U also neocsBarj for the financier to SToid the eDtenglcmenta of lotteriw, 
priiei, uid tontines aa put ol a ejbIoid of conTcraion. Not onl; is their OM 
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thnfl secured will be likclj' to entail a relatively greater loaa 
in the loug ma. 

Tlic refuudiDg opcrationB of the United States have, for 
the mogt part, taken place on the ba&is of bonds Bold at par. 
The refunding law of 1S70 gave large diacretionary powers 
to the Secretary, hot in this particular waa strict and expli- 
cit. It forbade any increase of existing indebtedness. Eng- 
land also, of late years, lias adopted this principle. Kef erring 
to the last great operation upon the English debt, one learns 
that the relative merits of the two plane were discosaed, but 
that conversion at par was given precedence over conversion 
at discount. Sir Stafford Xorthcote relates the argument of 
the Chancellor of the Excheijuer as follows : 

Yarioni* plans, sud Mr. Gtoulbum, had at different times been 
adopted for the reduction of interest upon portions of our debt. 
Sometimes an addition had been made to the nominal capital 
of the debt, in order to induce the creditor to accept a reduced 
amonnt of annuity ; sometimes the interest bad been augmented 
for a limited period, in order that it might be reduced after- 
ward. In the present inittance it was possible to reduce the 

«vidoiice that credic is wu&k, but, In thii country at Icut, Ihey tend (a sink 
ctedit yet lower. Ae k m&tWr ol cnrlatitj', the folloniag plan ol relundlug by 
lottery, adopted in Louisiana, is (nibjolned: 

By ui uM of Mxmh 6, IBTfl, » "pr«miam bond plan" ma establlsbed to 
rafund the debt of tho city of New Orleans. " Tbe pUn proposed wu on ei- 
duuetof ontBlandiag banda for pTemium bonds; the latter to bo of thede- 
nomlnatloii of f30 each, bearing 5 per cent Inieresl from Sqitember 1, 1876, 
payable at no designated perioct, the blereet and principal to be paid at tbo 
Mune time, and not separately, and the matnrlty of the bonds — principal and 
interest — to be determlaed by chance in tbc drawing of a lottory. One million 
of tbe»e bonds is to be divided Into ton thouauid eerios of one hundred bonds 
each. The ten Ihousuid series arc to bo placed hi a wbcel, and, in April and 
October of each year, as mnnj series are to be drawn as are to be redeemed, 
aooording to a certain schedule adopted. The bonds composing tbo series that 
drawa are to be entered for payment three months thereafter, priocipsl and 
loteiMt, and are to be recdrable for all taica, licenses, and other obligations of 
tbo dty. At the eiplration of the three tnonlhs, the bond numbers of the drawn 
■eries are to be plaiMKl in a wheel, and 1,179 prizes, amounting lo !SO,000, are 
lo be drawn and distributed. Upon tbo plan the city ii released from tbc pay- 
ment of tbo principal or the interest of Its delM, eicept sneh portion as may bo 
drawn from the lottery each year." — " United States Beporte," toI. ciil, p. 8SS. 
16 
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three-ftnd- one-half -por-cents either to a three-per-cent o 
two-per-cent Btock, by adding a sufficient amount to the nominal 
capital of the Jcbt. By the former operation, a gain of be- 
tween £600,000 and £900,000 a year might immediately be ob- 
tained to the tax-payer at the expense of an addition of £10,- 
000,000 or £13.000,000 to the capital of the debt. By the latter 
the gain would be £1,300,000 a year, but the addition to 
the capital would be no less tbau £50,000,000. Mr. Goalbnm 
rejected both these plana ; and, preferring the ultimate to 
the immediate gain, proposed a redaction of the interest on 
the portion of the debt to S^ per cent for ten years, and to 3 
per cent for at least twenty years more ; atlding nothing to 
the capital of the debt, and securing a saving of £625,000 a 
year till 1854, and of £1,250,000 a year afterwards till 1874, 
vhen the debt will be convertible or redeemable at the option 
of Parliament, should circumstances permit.' ~ 

In bringing this study upon the policy of refunding to ■ 
dose, it may be interesting to notiee bow the debt of T 
United States canio to assume its present form. It -wotd 
have been possible to have taken steps toward reducing t 
rate of interest as early ns May, 1867, for at that date $17' 
000,000 of obligations became due, and the total amonntS 
maturing in the course of the year was S925,0O0,0OaT 
There was, indeed, a bill introduced into Congress for sellia^ ■ ' 
a five-per-cent bond with which to pay oatatanding obliga- 
tions, but it does not seem to have attracted much attention. 
In 1S68, also, a similar bill passed Congress, but failed to re- 
ceive the approval of the President. The tide of popular 
eentiment was at this time eettiag strongly toward repudiation. 
The policy of contracting the currency, as a first step to the le- 
Bumption of specie payments, had been abandoned, and there 
was a strong feeling that the mouey good enough for the Bol- 
diere was good enough for the bondholders. It has already 
been pointed out that the saving occasioned by a refunding 
operation is the just reward of following that line of conduct 
which leads to high credit. But the converse of this propo«4 
eition is also true. The maintenance of a high rate of int« 
est is the just penalty which no [people can escape for caBtio|| 

' " Twenty rc&ra' ElnancUl Policy," p. B6. 
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suspicion upon their own promisee. This penalty was ex- 
acted from the American people for the five or eix years fol- 
lowing 1868. 

It was, howerer, soon recognized by Congreae that no re- 
dnction could be effected in the bnrden of the debt nntil 
the specter ot repudiation had been laid, and to this end 
there was passed in March, 1869, an act entitled, " An 
Act to Strengthen the Public Credit." This act stated 
that, in order to remove any doubt as to the purpose of 
the government, "its bonds would be paid in coin." It 
was then possible for refunding to be undertaken in earn- 
est, and the year following, Mr. Sumner, of Massachusetts, 
introduced a bill for that purpose which became a law July 
14, ISTO. 

The refunding bill of 18T0, which was quite simple, pro- 
vided for the creation of three sorts of bonds. Authority 
was given to issue $200,000,000 (afterward raised to J500,- 
000,000) of five-per-cent bonds, redeemable after ten years 
from the date of their issue; also $300,000,000, redeem- 
able after fifteen years, bearing 4J per cent interest ; also 
$1,000,000,000, redeemable after thirty years, bearing 4 per 
cent interest. All these bonds were to be exempt from either 
State or Federal taxation, and were made payable at the Treas- 
ury of the United States, The Secretary of the Treasury wns 
empowered to sell any of these bonds at " not less than their 
par value for coin," and to apply the proceeds to the purchase 
of matured debt, or to exchange the new bonds for those out- 
standing, " par for par." A sura equal to one half of one 
per cent was allowed for defraying the expenses of conver- 
sion. It is not necessary to give in detail the various trana- 
actions by which the Federal debt was changed to its present 
form. The following table, which presents the status of the 
debt at the beginning of each fiscal year since 1870, displays 
the result of the refunding bill.' 

> A more detiiled accoant of rcfandiag ma; be round la &□ articte by Ur. 
Worthington Ford, in Lalor's " Ojctoptedia of Political Sdence," alao in BoUtt'e 
" nnutdml HiaU>i7 of the VuMed States," IBSl-lSSS, pp. 300-341. 
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■Inlj, ind tn3,S00 of nRitidliig certHiabu, 

But what may be said of the principles involved in I 
law, or suggested by the manner in which it was carried oatt^ 
Moat of the pointe have boeo already diecnssed, bnt there 
yet remain two or three queations that should claim attention. 

la it wise to guarantee bonds againat State or Federal 
taxation i In discussing this question, men are too apt to 
dwell upon the special privileges granted the bondLoidiug 
eksa in cmc this species of property is not taxed. Claaa ex- 
emption is certainly an injostice, bnt such s generality does 
not toncJi the point at issuo. The question is one that has 
primarily to do with figures and balances. As tbo price of i 
bonds rises, the rate of interest that must be paid falls. Vm 
is, therefore, of advantage that bonds be quoted at a highB 
figure. But one of the most important elements in rdsinjf 
the price of obligations is clearness and certainty of contract. 
There must be no contingencies, no loop-holos, no rescryed 
rights, no possibility that a change of public policy may 
affect the value of the property bought. Should a govern- 
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meat reserve the right to tax ita own boude, the nncertainty 
attaching to each property would depress its price. Such 
bonds would not sell unless the govemment offered a higher 
rate of interest than would otherwise float them at par. It 
18 tma the government retains an additional source of rev- 
enue — the tax on the bonds — but this is offset by the addi- 
tional expenditure entailed by the increased interest^pay- 
mente. 

The question, therefore, reduces itself to this : Is the in- 
crement of revenue flowing from the tax likely to be more 
than the additional expenditure occasioned by retaining the 
right to tax the bonds? We, of course, assume that this 
right will not be so employed as to extinguish the value of 
public securities, but, on the basis of this assumption, there 
is little doulit as to the proper answer to the question. The 
current burden of a public debt is lightened by exempting 
securities from taxation, provided only the administration 
adopt the policy of frequent conversions. It may be said 
that the purehaserB pay their tax in the enhanced price they 
pay for the bonds. 

Another interesting point respecting conversion is sng- 
gested by the fact that the law of 1870 provided for three 
classes of bonds, ^ch class bearing a different rate of inter- 
est, and granted different dates of maturity. This method 
of procedure is severely criticised by M. Leroy-Beaulieu, who 
commends by preference the method of conversion adopted 
in England. According to the English policy of conversion, 
the operation is addressed to the entire amount of a given 
class of obligations, and the conversion results in the estab- 
lishment of uniform debt. This does not, however, quite 
bring the distinction between the two systems clearly before 
the mind. 

The real point of difference turns on this question : Is 
it best to adopt a policy of frequent conversion, by means of 
which a small saving is effected, or a pf.licy of few convex 
Bions with larger immediate gain as the result of the opera- 
tion! If the policy first mentioned be the appropriate one, 
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it is certainly unwise to provide in the same law for 
conversion from 6 per cent to 5 per cent, and also from 
per cent to 4 per cent; for, if Ixtads of the former claa' 
are worth but par, those of the latter can only aell if pop- 
chasers are gnaranteed a long enjoyment of that rate of in- 
terest. This qnestion, which pertains to the proper length 
of guarantee against a new conversion, has received adequate 
attention, but it is here presented in a little different light. 

Wherever a permanent debt is established, and there is 
no thought of quick payment of the principal, the plan 
frequent conversions on small margins is defensible ; for, 
the course of a long ran of years, this plan will grant tJi» 
country greater relief. A country can afford to bear a 
slightly increased payment this year, in order that five years 
hence a five-per-mill conversion may be effected. Bnt, if the 
debt is in rapid process of expungement, the same conclnsioo 
does not follow. It may be wise to effect a large immediate 
saving upon part of the debt, by granting a long guarantee, 
for the purpose of fieenring additional funds with which to 
carry on the policy of debt-payment upon the high-priced 
honds. 

It is true that, in the course of ten years, the goveromi 
may find itself paying higher rates upon its outstandii _ 
bonds than the rate for which fresh money could be hoi>- 
rowed ; but this is partly compensated by the fact that fewer 
bonds are outstanding, some of them having been extin- 
gaished by applying to their principal the amount saved 
Uirough long-time conversion. This, as it appears to me, u 
the only defense of the American method of refunding 
compared with the English, It is perfectly logical for M. 
Leroy-Beaulieu to approve frequent conversions at uniform 
rates, for he does not permit the question of paying the 
principal to modify his argument. 

In considering the act of 1870, however, we are 
strained to say that a little too much was taken for grant 
It would have been much wiser for the statesmen of tl 
day to have held a little closer to the facta as they kne" 
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tbem, and not have bound the govercinent to pay 4 per 
cent upon 8740,000,000 of bonds until 1907. These obliga- 
tions are now Belling at rates which show that a three-and-a- 
Lalf-per-eent bond with the same gnarontee could be success- 
fully placed on the Atneriean market, and the excesaive 
payments that must be maintained for twenty years are the 
source of greater lose to the country than the immediate sav- 
ing upon the long-time bonds, however that saving might be 
applied. "While, then, we may approve the general principle 
underlying the refunding act of 1S70, we are obliged to criti- 
cise the manner in which it was applied. 

A refunding operation, like the placement of a new debt, 
may be carried on through tlie agency of a syndicate of 
bankers, or by the direct management of the government. 
In the former case the bneiness is farmed out. The bankers 
forming the syndicate agree to place the new bonds at their 
own e^cpcnse, paying for printing, transfer, and exchange, in 
consideration for a stipulated commission. In the latter case 
the Secretary of the Treasury takes all risks and pays all ex- 
penses. During the late war, the UBual appropriation for the 
placement of a new loan was one per cent, and, according to 
European experience, this was not regarded as an excessive 
rate. But it is reasonable to expect that tlie refunding of an 
existing debt in time of peace may be carried through at 
much leas expense, and we are not surprised to notice that 
the appropriation allowed by the law of 1870 was reduced 
to one half of one per cent. But is it wise to employ a syn- 
dicate, or should the government be its own agent ? This 
question does not turn, as many seem to suppose, on the de- 
flirability of concentrated or diffused loans. The original 
method adopted for the sale of bonds exerts little influence 
npon their final residence when once thrown upon the market. 

The point at issue is partly one of administration, but 
pertains primarily to the relative economy of the two meth- 
odfl. And it is fortunate that we are not left to speculation 
in deciding the question. Previous to the summer of 1877, 
all operations in refunding were carried on by syndicates, 
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the commission ttllowed being the total amount appropriated 
by the law to cover the expense of conversion. Secretariee 
Bootwell, Eichardson, and Bristow sold §500,000,000 of 
five-peMientfl at a cost to the government of $2,600,000. 
Secretary Morrill also made a contract for the place- 
ment of Jj3(iO,000,000 of four-per-centB upon the same termft, 
of which $198,000,000 were sold at a coat of $025,000, Bat 
when Becrfltary Sherman took the treasury portfolio, the 
plan of placing bonds by syndicates was abandoned for sale 
upon public advertiBementa, or, as it was termed, " under 
circulars." This plan was followed for the entire amount 
of four-perKsenta, with tho exception of about $15,000,000 
which were secured on a foreign contract. Thu reeumptioa 
bonds were also sold through a syndicate, but \vith these two 
exceptions Mr. Sherman himself managed the Bales for the 
Treasury. The method of procedure was quite simple. The 
Secretary issued a circular descriptive of the new bonds and 
stated the terms on which subscriptiona would be recftred. 
All subscriptions were to bo accompanied with 2 percent of 
the purchase money, the remainder to be paid within thirty 
days, at the pleasure of the eubscriber, but upon such payments 
interest was allowed at the rate of 4 per cent. A commie- 
sion, also, of one eighth of one per cent was allowed on all 
subscriptions over $1,000. Under this circular, which was 
datedJanuary 16, 1878,abont$125,000,000of bonds were sold. J 
Upon January 1, 1S79, a new circular was issued, which I 
changed slightly the proposals of the Secretary, the most im- 1 
portant modification being that the commission increased with 
.the size of the subscriptions. One eighth of one per cent was 
allowed on all subscriptions under $1,000,000, one fourth of 
one per cent on all subscriptions over $l,000,0fi0 and not ex- 
ceeding $10,000,000, and for offers beyond that figure an 
additional one tenth of one per cent was granted. "My ob- 
ject," says the Secretary, " was to get a strong competition 
between the great banks that were then competing," but the 
plan gave rise to discontent, and was eooa abandoned for 
B aaiform commission of one eighth of one per cent. - 
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Another dodgo to secure ijnick Bales m^y be noticed in 
passing. It was provided that those bonds last subscribed 
Bbould be first paid. The loan being of such a sort that 
length of investment is an advantage to tlie piircbaser, it 
.■was hoped that this stipnlation would induce a ready sale for 
the first bonds placed on the market. The importance of 
such a provision will be recognized when it is noticed that 
the difficulty of placing a new loan is always at the start ; 
after a loan is well advertised it will run iteelf. 

Tho success of the policy of sale by circulars may be seen 
from the following facta : The total sale of four-per-cent 
bonds amounted to $740,847,800.00 ; the cost of this sale 
according to the plan followed by the otlier Secretaries 
would have been $3,704,239.00, by the method adopted by 
Mr. Sherman it was effected at a cost of $2,645,802,60.' 
And, as illustrative of the statement ma^ie above that the 
difficulty of a loan is at the start, it appears that this saving 

• " Interrie* between the nn«nce Commitlce of the Senate stid the Secretary 
of the Treasurj," 1391, p, 19. Tbe expense of Ibis operntloa bj itenu du; be 
Intereating ; 

BUiiemmt ihoainff the czjtemr* of ittmng th« four-peT'tttil eontoU of J907. 

CommiSBiona paid to the ivndicite. t3S6,SB9 6S 

ComiuiBBionB paid under the droaUn I,5C3,S2S 2S 

EltiB force employed 190,638 63 

EzCrm oompelisatton piid 9,9e8 SO 

EngTBtlng pUtcs aaii prialuig bondi uid cerUficatc« S0B,460 S3 

TntHport&tion bj eiprcag, messengers, etc 168,881 S9 

IfiddsDUl pipcnsea SS,tSO SO 

Total imount cipended ti,t*6fi(ii 60 

Totkl unount of subacriptlooa to the foaT-peroeul oonsola of 

1907, to date. 1697,039,650 00 

Amount eiohanged tor E-SO's and ItUO's 1,895,000 00 

It of refunding ccrlifintes sold <0,nl2,7CO 00 

Tol*L |7«.847,8CK) 00 

One half of one per cent appropriation on the aboTe amottnt. t8,704,SS9 00 

expended from ihit fund. 1,64G,80I BO 

Bem^niDg unexpended |1,0S8,43S tO 
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of $1,058,436.40 was made on the sale of the last $300,000^ 
000 of bonds. Tlie teaching of thia experiment is in har^ 
moiiy witli tlie views presented in this eseay throughout, 
tliat in matters of administration it is wise for the govern- 
ment to keep itself independent of the agencies of banks. 
Popular enthusiasm brings banking support, but banking 
enthusiasm can not arouse popular interest. It maj be 
eaid that the amount saved from the appropriation is nofc' 
of much importance to the government, and that is tme 
far ae the money is concerned; but it is certainly worth' 
something to the credit of the government that the cost 
its financial operations is less than the cost regarded as neces- 
sary by European peoples. It is these little things, showing 
administrative ability, that make Qp the financial standing of 
a state. 

The peace management of public debts as a financial 
question is not difficult to understand, though it brings to 
view many points of intricate detail. The conclusions to 
which our study respecting it seem to point are as follows.. 
The financier rfiould at all times have a just regard to the' 
needs of investors in giving shape to the public debt; ha 
should be well versed in commercial relations so as to render 
wisely such assistance as hes within his power in time of 
commercial pressure; lie should endeavor to maintain har- 
mony at all times between the form of the debt and the^ 
I various laws dependent upon it for their sncccssfnl working ;; 
I and above all he should have clear views respecting the 
I policy of conversion. Our study upon conversion, also, has 
<, led ns to perceive tliat no possible argnmcnt can lie against if" 
\ as a policy ; that the first step toward tlie realization of the 
; benefita it afEords is the establishment of public credit ; that 
'a refunding law should not be so drawn as to embarrasa the 
'policy of debt-payment or prevent additional savings by fn- 
iture conversions ; and that the same considerations which de- 
mand that bonds shall in the first instance be issued at par 
4^11 for par conversions. The refunding act of 1870 may o 
the whole be approved. Bonds should be exempt from 
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ation, but it seems that an tumecessary privilege was granted 
public creditors in the issue of a f our-per-cent bond to run for 
thirty years. So far as the details of the operation are con- 
cerned, the experience of the United States leads to the 
approval of refunding under the advertisement of treasury 
circulars, rather than by means of syndicates. 



CHAPTER T. 



PAYMENT t 



PUBLIC DEBTS. 



TuE fltial topic in connection with national deficit finan- 
ciering pertaine to the policy and method of debt-paymenL 
Is it wise for a people to endeavor to expunge a public debt I 
If BO, at what time should the policy of payment properly 
begin i At what rate should payment be carried on when 
! begun ! What plan for the expungement of public 
itions is most in harmony with sound princtpleB of 
finance ? 8ueh are the questiona claiming our attention ia 
the present chapter. 

JDoea sound policy demand the payment of a Pvblio 
DcUf 

The policy adopted by the United States with regard to 
the expungement of its obligationB is not of wide acceptance. 
From the time that Gallatin assumed control of the Federal 
Treasury to the present, the American j>eople have mani- 
fested a strong dislike to the perpetuation of a funded debt, 
but in other countries this sentiment fails to find response. 
It is true that England and Holland appear to appreciate the 
arguments for the extinction of public obligations ; but the 
Latin peoples, whether in Europe or in South America, as 
well as those peoples of Eastern and Asiatic civilization who 
have come in contact with and imitate European manners, 
do not attach much importance to the necessity of redncing 
the principal of their debts. It thus appears that the advisa- 
bility of debt-payment admits of serious discuseion. 

Yet it should be clearly dlBcemed at the beginning tliat 
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diacQsaion does not turn upon a qnestion of principle, 
bnt baa wholly to do witli methods of procedure. It is now 
nniverEally admitted that a debt can only be paid out of eur- 
pins revenue, and all financiers readily accede to the proposi- 
tion that financial burdens at any time imposed upon the in- 
dustries of a country ehould be as light ae possible. The 
real point in controversy pertains to the beet way of attain- 
ing this end, a statement that may be easily understood if 
we consider for a moment the elements that go to make np 
the burden of a debt. 

The constituent elements of this harden are the principal 
of the debt, or the amount to be paid ; the annuity occa- 
eioned by the debt, or the annual interest demanded ; and 
the industrial condition of the country, or the underpinning 
of the debt. Thia factor last mentioued should receive due 
recognition, since the argument in favor of perpetual indebted- 
nesB rests upon an overestimation of ita importance ; and it 
must be conceded that the true conception of a burden of 
any sort brings to mind not merely the weight carried, but 
compares that weight with the strength of him who carries it. 
It is at tliis point that the two schools of finance part com- 
pany. The one would reduce the burden of the debt by. 
eictinguishing its principal, the other would accomplish the| 
same purpose by developing national resourcea. 

There are two classic arguments put forth by those who 
defend the policy of perpetual indebtednoes. It is claimed, 
in the first place, that the pressure of a public debt is neces- 
sarily decreased from year to year by the gradual depreciation 
in the value of the monetary unit in which all obligations 
arc expressed ; this depreciation being the result of constant 
additions made to the amount of money material, and of con- 
tinned development of the mechanisms of exchange.' This 

I " Tbe moat rcimrkablc effect of the depreciation of gold la m considerable 
raductloa o( tho tmiional debt. The natlonnl debt of thlt country (England) 
wu In 1860 represented by a capital of £8ie,OT9,30K, Tho annual charge vaa 
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ten £20,176,270, A gold depreciation of 9 per cent, which is quite the leut I ^H 

11 l>elieTe to ht,ye occarred, muit therefore hsTo elTected a rednctian in the ^^M 
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argument, however, does not call for extended consideratioiL^ 
The fact vliich it states as s. general fact, taking into view I 
the variations of the precious metals from century to cent- ■ 
ury, can not be denied, although there is some reason for 
believing that the tendency of gold to fall in value hat, at 
the present time, received a temporary check. But without 
relying upon such a suggestion for our decision, it certainly 
seems that gradual depreciation is too tardy in its workings 
to he worthy serious consideration. Before the harden of & 
debt, like that, for example, which the United States is bear- 
ing, could be sensibly dimiuished through depreciation in 
the value of the monetary unit, an addition of a tenth of one 
per cent to the annual interest payments would have extin- 
guished the principal. 

The second argument for perpetual indebtedness is 
worthy more serious consideration. Why, it is asked, shouldf 
a people bear a high rate of taxation for the purpose of ro-' 
ducing the prindpal of a debt, when all the practical effccta 
of debt reduction may be realized through the natural growta 
and prosperity of the nation i ' A wise policy, it is claimed, 
demands that the entire energy of the country be given to 
the development of industries, and to the increase of wealth 
and numbers ; since the financial ability of the country may 
in this manner bo so greatly enhanced that the pressure of 
the debt will cease to be felt. The experience of England 
is often cited in support of this view. The pressure of her 
debt in 1S15 is computed as equivalent to 9 per cent of her 



capital of &bout £7G,0O0,000, uiJ in tbc lasaal charge of oearlj £2,(100,000." 
—Prof. Jevaas, in "A Berious Fall in lbs ValuQ of Gold." pp, 61, B& "Due 
w&s published In 1868. 

■ Qu'araicnt besoinlta ^lats-Uois d'amortcr Ic capital dc Icur dette aoDMll- 
A&e ? Le poida de ocllo-ci diminuait tooB les joure par la reduction du tuu d« 
I'mtbrAt, par lo dcToloppcmunt di^ la richcBse publique, par I'arriTia dua innsi- 
gnnU, par I'augmentation dc la popiilalioo. Cnc detle, qui £tdt UMl lotird« 
pour 3fi aillionH d'babit&nU, eerait derenue bieatOt Insigaifiaate pour on p$.j» 
de 80 it 100 millions d'Amcg, ajant ud tcrritoire presqne i11iinit£. Les titftU- 
Dnis onl done fait un grand eacriBce pone no bien mbux rfiBultat." — Paul Lenj. 
Beaulieit, " Trail6 dc la Science des Finoneca," if, pp. 446, 44T. 
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yearly inoome ; in 1880 it was observed to Im; less tlian 3 per 
cent ; but tliia reduction bad been effected not by the ex- 
pungement of lier obligations but by the growth of national 
wealth. The actual result, so far as debt-burden is con- 
cerned, is the same as though two thirds of the principal had 
been paid while the amount of her wealth remained station- 
ary. In France, also, one may discover the working of the 
same principle, although in this instance the pressure of 
the debt remained constant, or iB increased very slightly, 
while the capital sum of her obligations has greatly in- 
creased. Thus the capitalized sum of the French debt was 
in ISiO $850,000,000, in 1870 it was $2,750,000,000 ; but the 
pressure of the annual paymonta demanded by these debts, 
compnted upon national income for the respective periods, is 
found to be '023 and '023.' That is to say, the national in- 
come of France increased at a rate nearly as rapid as that 
of her debt, notwithstanding the extravagances of the first 
empire. But it should, perhaps, be added, that this favor- 
able exhibit has been destroyed by the financial disasters 
occasioned by the Franco-Prussian war. 

It is upon such facts as these that the common argnment 
in support of the policy of perpetual indebtedness is based, 
and, BO far as the facts are concerned, there is no room for 
controversy. Cut the conclusion of the argnment may not 
so readily be accepted, for, if it can be shown that the pay- 
ment of the principal of a debt has no tendency to retard 
the industrial development of a nation, the entire course of 
reasoning falls to the ground. As opposed to the idea from 
which this reasoning mnst proceed, I venture to place the 
following proposition, which, if maintained, will furnish an 
incontrovertible argument in favor of the policy which the 
United States has adopted : 

Thepaijment of the princijtal of a d^ht tends neither to 
impoverish a nation nor toretard its material development; 

" by R. Dudlj Baiter, p. EG; and "Fobd on tlw 
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hilt, on the other Juind, the mainteTiance of theprineipcA aatt- 
the eoniiant payment of accruing interest tend to crifpU 
the productive eapaoity of any people. 

The two parts of tliis proposition bIiouM receive separate 
attention, and we are led first to inquire if the indastriee of 
a country are iojuriously affected by tbe procoea of payment. 
It ia admitted by all ttiat soniowliere in the coareo of deficit 
financiering — either at the time the debt was established, or 
daring the period tbat it was carried, or at tbe date of ita 
paynient — a loss is sustained chargeable to tbe adoption of tlw 
loan policy. Sbould one reason from the analogy of private 
debts, he will conclade that this burden is borne at the time 
when the debt is paid ; for when an individual debtor clean 
himself from obligations, he loses control over a certain 
amount of capital, and consequently lessens his importance 
as a member of industrial society. But such reasoning can 
not be applied to tbe state, Tbe state is not an individual, 
it baa no life separate from the united lives of all citizens, 
and it recognizes no interest but tlie collective interest of so- 
ciety. The state is the corporate representative of all citi- 
zens, creditors as well as debtors, and is not at all interested 
in the proprietary residence of capital, provided only it be 
judicioaely employed. Since, then, tbe payment of ita own 
obligations effects no more than a transfer of control over 
capital from one set of men to another, it can not be said' 
tbat tbe industrial development of tbe country is thereby 
obstructed, 

Tlie position here assumed may be easily understood if 
one hold firmly in mind the natare of capital. Capital is 
subsistence fund, and lie who controls it has it in bis power 
to direct labor. It is capital which the state wants when it 
borrows money, and in borrowing capital it draws to its own 
use that which, bad it not been thae appropriated, might 
have been applied to some productive industry under private 
management. The obligations which the state creates against 
itself are written in the language of money, because this ia 
the most convenient language known for the expression of 
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indebted nees ; but the stiite has do nee for tiionej except to 
effect the transfer to itseU of control over exiBting capital, 

Suppose a state to borrow a billion dollars ; it can not be 
said that industrial society is thereby neceesarily rendered 
any the poorer. Capital is not destroyed by the borrowing. 
Before the loan was filled, the nation was possessor of a cer- 
tain amount of capital, distributed in a thousand funds and 
nnder the direction of a thousand wills ; after the loan the 
nation as a whole holds the same amount of capital as before, 
the only difference being that control over it has passed to 
the state. Whether or not this operation is industrially 
detrimental depends upon the use to which the state puts 
the proceeds of its loan. If this be consumed in the prose- 
cntioQ of a war, the nation is impoverished to the extent of 
the unproductive consumption, since capital, in the form of 
bacon, flonr, clothes, implements, mules, and the like, has 
been destroyed. We may, then, conclude that the injury 
Bustained on account of a loan for war purposes is sustained 
at the time the loan was contracted, and is dne to the fact 
that the state has caused a certain amonut of capital to dis- 
appear without hope of recovery. 

Let us now turn to the process of payment. The obliga- 
tions which the state has created against itself call for the 
payment of a certain amount of money. The money, which 
it obtains by ujcans of taxation, is held for a moment, then 
transferred to the public creditors, and in this manner the 
etate becomes absolved from its indebtedness. It would of 
course be incorrect to say that this transfer of money from 
one set of citizens to another does not in the least disturb 
capital, for possession of money is the evidence of ownership 
in capital ; but it may be rightly claimed that it does not 
destroy capital. Before the payment, one set of individuals 
controlled the subsistence fund of the country to the extent 
of the payment ; after the extinction of the debt, ownership 
rests with another set of individuals. The government is 
freed from the necessity of providing an annool sum in the 
form of interest, and, measured by the amount of capital in 
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the country, the nntion is in no wiac impoveriglied. There 
iti the Eauie amount of food for the BiibsieteDce of laborers, 
and the samo amount of raw stuffs upon which to set them 
at work. If the new masters of capital are as enterprising- 
as the old, the nation loses nothing by tlie payment of itSj 
debt. Tliis is the explanation, and in the explanation li 
the defense of the proposition that the payment of a po! 
debt does not necessarily impoverish a nation. The injury, 
to industrial society is worked by the destruction of capital 
at the time the loan was contracted ; the labor required to 
create again the capital thus destroyed constitutes the bn> 
den imposed upon the nation ; the payment of the principal 
of the debt is at most but a re-adjustment of ownership ii 
existing capital. It is a fallacy to argue that the expaDg»-i 
ment of public obligations destroys capital. 

But how is a people impoverielied by the maintenance of 
the principal of a debt 1 In so far as bondholders live fnmi 
the proceeds of their bonds, they form a class not imme- 
diately interested in current industries. At some time in 
the past they may have furnished the government with large 
sums of capital, thus averting the inconvenience of exceesiTe 
taxation or of a sudden change in rates ; and, in return for 
this service, they received from the government the promiw. 
of an annuity until an equivalent of the original capil 
should be returned. Such persons are guaranteed a Uvtnj 
witliont labor. 

There is but one way in which the government may es- 
cape the necessity of supporting in idleness this class, and 
that is by paying its members their respective claims* The 
bondholders would in this manner be deprived of their se- 
cured annuity, but they would in its stead hold a sum of 
free capital ; and if they wish to continue in the enjoyment 
of an income from their property they must apply their 
funds to some productive purpose. In this manner the conn-. 
try gains by bringing to bear upon industrial affairs tbs 
interested attention of those who formerly were secured a 
living from the proceeds of public taxes. For another reason 
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also IB the pajTnent of a debt advantageous. No people can 
long retain that hopefulness so esacntial to the vigorous 
prosecntiou of iuduBtriea if the paet lays heavy claims upon 
the present. As a rule, they only should partake of current 
product who are in some way connected with present pro- 
duction. Carelessness and jealoney are not characteristica 
of efficient labor, but they are sentiments naturally engen- 
dered by the payment of taxes for the support of a favored 
class. It is the permanency of this payment, rather than its 
amount, which exerts a depressing influence upon labor, and 
its extinction is a first step toward the establishment of con- 
fidence and contentment. It is for such reasons as these that 
we conclude that the poUcy of debt-payment vigorously pros- 
ecuted will assist rather than retard industrial development. 

With vjhai Jiapidiitf should the Policy of J)St-pai/ment 
proceed f 
It is Dot difficult to determine the principle upon which an 
answer to this question rests. The course of reasoning to 
which the decision of the finantner should conform is quite 
analogous to that already considered in connection with the 
feasibility of creating a public debt. As will be remembered, 
the only defense for the use of public credit as a source of 
revenue is that, in this manner, excessive taxes may be avoided ; 
BO with regard to the expungement of obligations, a policy 
of debt-payment should not be set on foot until all injurious 
taxes shall have been repealed, nor proceed so rapidly as to 
demand a high rate of taxation. This rule is so simple that 
its mere statement must gain for it general approval, but, as 
is usually the case with practical questions, the real difficulty 
lies in its application. It is a very delicate task to determine 
just at what point the benefits which arise from the expango- 
ment of a debt overbalance the inconvenience attending the 
taxes rendered necessary by the continuance of the policy. 
How may one attach a practical working interpretation to 
the phrase " injurious taxes " ! What is the evidence of ex- 
cessive demands for public purposes i 



I 



248 NATIOSAL DEHCrr FLVASCIERIKG, 

Tliere ib no inconeistency in admitting the poaeibility of 
excessive taxation for the extinction of a debt, and in holding 
at the same time that the process of debt-payment can not 
injariouslj affect a people's industries. The one statement 
refers to the fact, the other to the process of payment. Our 
former argument proceeded as though the destmction of 
capital was the only contingency against which the financier 
should be on his guard, but euch an asEumption is incorrect. 
Capital is neither the only element nor the most important 
element to he held in view. It is a dead thing, and its pos- 
session goes no further than to show the possibility of indue- 
trial development. It is this fact which the financier should 
always hold in mind, and he shonid ever be on his guard 
against destroying the motive for applying capital. The 
chief mainspring of activity in industrial life is the hope of 
profit. Without the poBsibiHty of personal gain, our highly- 
developed industrial structure would be thrown to the 
ground. If this cardinal truth be firmly grasped, there will 
be little difficulty in properly interpreting the expression 
" injurious tixes." 

It appears, then, that the rate of taxation should at no 
time be so excessive as to act like a dead weight on the spirit 
of enterprise. It would be suicidal for a government to 
push a policy of debt-payment with such vigor as to curtail 
in any marked degree the hope of personal gain, since in 
this manner it would destroy the fund out of which alone 
payment can be made. It is true that there ia always a ten- 
dency in progressive societies for the rate of profit to fall, 
and that euch succeeding generation will save and apply capi- 
tal for a lower percentage return than the one which preceded 
it ; but it is also true that in every community at a given 
time there is a normal rate below which, if profits fall, in- 
dustries can not be maintained. It is the part of wise legisla- 
tion to discover this limit, and to avoid any policy that will 
tend to force usual profits below it. This, then, is the an- 
swer to the question respecting the rapidity at which a pnb- 
lie debt should be extinguished. Its expungement shotild 
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not proceed eo rapidly that the taxes imposed will reduce 
profits below the normal working miDimum, 

But tbe practical question Btill remaius. "UTiat is tlie rate 
of profit in tlie Uuited States that sets a limit to the rapidity 
with which a public debt may be paid? For an appropriate 
reply to this question we must depend in large meaeure upon 
the past experience of the government, and to tbia end a 
rapid review of the management of the debt since the late 
war will be of direct assistance. 

The interest-bearing obligations of tlie United States 
Btood at their masimora in August, 1865, amounting at that 
date to $2,381,000,000. If with this amount we compare 
the corresponding debt of January, 1887, it appears that ob- 
ligations to the extent of $1,252,000,000 have been extin- 
guished, thus showing an annual rate of decrease of $58,000,- 
000. This does not, however, adequately represent the ra- 
pidity with which the policy of debt-payment has been car- 
ried on. The redemption of debt for the single year ending 
June, 1S82, amounted to $166,000,000, being $121,000,000 in 
excess of the demands of the sinking fund. The average 
s above given is greatly reduced by the treasury operations 
of the years 1877 and 1878, which were addressed to prepa- 
ration for the resumption of specie payments ; for, in order 
^m to secure an adequate amomit of specie to insure the snccess 
^M of that measure, it was found necessary to increase, tempora- 
^V rily, the total of bonded indebtedness. But this measure 
itself should be regarded as a step in the reduction of the 
national debt, for by an accumulation of specie reserve the 
legal-fender notes were practically paid, while the amount 

I outstanding has been reduced from $428,000,000, in 1865, to 
$346,000,000, in 1887. In addition to these transactions, 
also, $26,000,000 of fractional currency has been withdrawn, 
and its place filled with metallic currency. All these opera- 
tions must be taken into the account to properly represent 
the extent of the payment of public obligations since the 
close of the war. 
Possibly these results of fiscal administration may be more 
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easilj grasped if reilnced to a per capita baeis. In 1865 tha 
per capita debt of the United States, that is the total debt 
lesB cash in the treasury, was $78.25 ; in ISSO it atnonnted 
to $37.74 ; at the present time it is $2S.80. In 1S65 the per 
capita interest annnally charged on account of the debt vas 
$4.29 ; in 1880 it bad faUen to $1.56 ; at the present time it 
is less than $0.90. 

When by the side of auch a record of debt-payment we 
place the general material prosperity of this couDtry Einoe 
1865, there is a strong presumption, to say the least, that the 
rate of payment has not rendered necessary excessive taxation 
nor forced profits below the working minimum. The paying 
capacity of the American people ia enormous. The expunge- 
ment of the total intereet-bearing debt would require but 13 
per cent of the annual gross product of the country. Were 
it for any reason necessary, the people of the United States 
could easily enpport aa auniial debt-payment of $200,000,000, 
which would be a sum equal to 2 per cent of the annual prod- 
uct, OP about one quarter of the total public expenditure for 
Federal, State, and local parposes. It seems, then, that the 
current demands of the sinking-fund, which approximate $50,- 
000,000 for each year, is not excessive, and can have no ten- 
dency to check the prosperity of tlie people. 

This question may be approached from another point of 
view. Profit, stripped of its technical meaning, implies the 
excess of what is produced over the cost of its production. 
The rate of national profit, therefore, upon a year's industry 
will be represented by the increased valuation of real and 
personal property. Accepting this idea as the basis of com- 
putation, we find the average rate of profit in the United 
States for yeai-s of peace to vary from 7 to 8-5 per cent. 
From calculations upon the basis of 7 per cent as normal profit 
in the United States, it may be discovered that the annual 
payment of $50,000,000 to the sinking-fund imposes a reduc- 
tion in the rate of business profits of but seven teuths of a 
milL As compared, then, with the actual profits, the margin 
of variation imposed by the policy of debt-payment is eo 
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lagbt that we can not regard it of mnch importauce. It will 
not deter men from undertaking new business enterprises. 
Or, if we compare the rate of profit enjoyed in tliis countrv, 
notwithstanding the taxes for debt-payment, with the ratea 
in those eountries to which capital and labor might emigrate, 
we must conclude tiiat a wide margin remains before profits 
will be reduced below the working minimum. But I do not 
wish to be held too closely to the exact accuracy of these 
calculations. 



Ctmceming the best Method for paying Public Debts. 
Assuming, then, tliat pnblic obligations should be paid aa 
rapidly as the industrial condition of a people will allow, we i 
are led next to inquire respecting the most appropriate method 
of procedure. It seems needless to enter upon an extended 
consideration of the principles underlying the old sinking- 
fund payments. Those ealculatioua of Dr. Price, which were 
embodied in fiscal legislation by Mr, Pitt, and afterward shown 
to be wholly fallacious by Professor Hamilton, are familiar to 
all who have given the slightest attention to financial subjects ; 
nor should I refer to them at this time, were it not that they 
are intimately conected with the question of terminable and 
life. annuities as a means of extinguishing a public debt. 
Such a connection was recognized by Dr. Price himself. It 
is sometimes erroneously snppoaed that this close student of 
" pohtical arithmetic " looked with favor upon a public debt, 
and that he invented the scheme of sinking-funds in order to 
trick the people into maintaining public obligations. Nothing 
could be further from the truth. His remarkable essay upon 
*' Public Credit and National Debts" is introduced by language 
which severely deprecates the growth of such iucambrances. 
After speaking of the rise of debt since the Revolution, he 



One can not reflect on this without terror. No resources 
can be sufficient to support a kingdom long in Buoh a course, 
rns obvionn that the coneeqnence of aconmulating debts eo 
rapidly, and of mortgaging posterity, and funding for eternity, 
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in order to pay the interest on them, must, in the end, proTC ' 
destructive. Rather than go on in this wnj, it ia absolately 
necessary that no money should be borrowed, except on an- 
nuities, which are to terminate within a given period." 

But the essayiet does not grant an unqualified approval to i 

terminable annuitieB, 

I am [he adds] far from intending to recommend this 
as the best a state can pursue. There is another methoi 
gaining tUe same end, which tB, on many accounts, preferable 
to it. I mean " by providing an annual saving, to be applied 
invariably, together with the interest of all the sums redeemed 
by it, to the purpose of discharging the public debts : Or, in 
other words, by the establishment of a permanent sufEiKa* 

FUND." ' 

What, then, is a sinking-fund as understood bj Dr. Price 
and established by Mr. Pitt ? This piece of fiBcal tDAchineiy 
consisted in the annual appropriation of a certain gum of 
mouey to the purchase of public stocks at their current price, 
and the application of the interest accruing upon Block ao 
purchased to yet further increase the operations of the fnnd. 
If only these two appropriations be maintained, a debt of 
any magnitude is sure to be discharged. The original pay- 
ment may in the first instance be small, bnt since all moneys 
applied to the purchase of stock accumulates at componnd 
interest after that purcliaae, it will in time amoant to any 
conceivable figure. As Professor Uamilton remarks, "the 
work is written in a very intemperate style." The efficacr 
of the fund was made to rest upon the inviolability of Uie 
annual ajyprc^iations,^ and it was regarded as essential that 
the annual ptirchasea should be continued, even though it be- 
came necessary to borrow money for that purpose at a higher 
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What baa been said, has sQ along suppoBcd n laertd and tnTioJa&fa ^ipU- 

of the fund I hare described, and of all its earnings, to the purpoaa o( 

sinking the nationul debt. The nhole effect of it depends on its being alloirwt 

opentc, wimoD* ufrinaumoK, a proper time." — P. 28a. 
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. late of intereat than that borne by the funds redeemed.* It 
was conceived that war would Jnerease the efRcienoy of the 
fund, because, the rate of interest being high, the fund was 
at that tiino making the quickest progreea. Nor did Dr. 
Price regard the conversion of debt into bonds bearing a low 
rate of interest aa desirable, shunld tlie amount saved be ap- 
plied to the remission of taxes rather than to the increase of 
the sinking-fund appropriations.' 

The germ of trnth contained in this curious essay is, that 
an annual appropriation, however sniall, will in time pay a 
debt of any magnitude ; and, provided sums equal to the in- 
terest upon the debt extinguished be also devoted to debt- 
payment, the expungement will proceed with continually ac- 
celerating rapidity. But it should be held in mind that all 
appropriations mast be from clear revenue, or the new debt 
created in order that payments may continue will equal the 
debt expunged. A thousand calculations could not bring 
this truth into clearer light than its simple statement. The 
reasoning of Dr. Price proceeded upon the erroneous theory 
that when a government buys its own stocks it purchases a 



it m obsenation that deserrei particular nltcntlon here, that en this 
plan It will be of lesa itupoi-tancc to a state »hat interest it is obliged to give tor 
iDODej; Tor, tbe higher the Inicregt, tbc gooDer will euch a fuod paj off the 
prindpal."— Pp. 277. 278. 

" For bj emploj-ing the BinKiKO-rcND in bearing cnrrent eipenscs, rather 
th«ii borrowing tuv money no new funds, the sute, in order lo avoid giiing 
liinpb inteml far mcine;, is mode to alienate mooc;, that mutt liave otherwise 
imptmed U eompoa/td inlereil ; and which, in lime, would have ncaaiari/i/ ia- 
cretaed to any soin."— F. 297. 

" Uone; in a tintinff-fund, if never alienated, is improred at compoand in- 
terest; but when procured by a loan, bears only simple interest." — P, 314. 

" The general idea of converting the fhm per ctnti into a fund bcarlDg a 
hi^er nie of tnicrcst, with a riew to facilitate redemption, jou have on man; 
oocuiont eaggegted," — From a letter of January 6, 178S, from Ur. Fitt lo Dr. 
Frico, in which he aaks for auggealions respecting his proposed sinking, fund. 

' "It fallows from hence that reductions of intereat would, on this plan, bo 

DO gre^t adT&Dtage to the state. They woald indeed lighten its prtient burdens; 

bat this advantage would be in some measore balanced by the addition which 

^L •waali be made to iu/tUurt burdens, In consequence of Ibe lunger time during 

^U -whldi it would be ncccasai; to bear ihom." — P. 219. 
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piv>claetive property. lie coiild not otherwise have spoken 
of the "earniDga" of the fund. Btittliatcau notbere^rded 
at a productive property to tha government wliich rests upon 
taxes levied and collected by the government. It is the 
taxes that are the Bonrce of revenne and not the fund. It 
mciBt also be regarded as a mistake to speak of borrowing 
money at simple atid investing it at compound interest when 
a govemmeut borrows money to buy ita oh-d etoek. For a 
given amount of clear revenne devoted to tlie service of the 
debt, a coontiy will not emerge from ita indchtedness any 
the quicker because of such an arrangement. It seems that 
Dr. Price, being an adept at political arithmetic, waa led 
astray by his computations in compound interest.' He 
not recognize that the source of all interest is cnrrent prodnt 
and that " earnings " is a word which can only apply to 
established biisine»e. Nor did he sec, any more clearly than 
many of his critics have seen, that compound interest is 
merely a calcnlatton, and finds no corresponding fact in the 
order of prodnction. 

Tiie theory of maintaining an inviolable sinking-fund waa 
formally abandoned by Engbsh statesmen in 1S29, by an act 
■which declared that only snrplns revenne should be applied 
to the retluctiou of the public debt. One can not, however, 
say that false views of debt-payment disappe-ired with tha 
enactment of this rule, for the policy of converting public 
stock into terminable annuities as a means of debt-extinction 
still prevails. This policy was introduced in 1S08, by the 
Right Honorable Spencer Perceval, at a time when the prin- 
ciples of Mr. Pitt's sinking fund of 1776 wore in full favor. 

' The sapplcment to Ms cbsi,j concludes vith sajiiig: "One pranj put 
out M our Saviour's tiirth lo five per certl compound iDtercst •oald, in the Ji»t 
1791, baTo inrrcased to a greater aum tluo would be coatsined in tbux 
bcxhmd hillionb of earths, all solid gold. Bui, If put out lo sunple inUr«a^ 
It would In the same time hare amountiHl to no mora than arnu BBiutaaa 
A5D SIT FINITE. All goTCTiuncnts thst alienite /uniit destined for re-lmbOM^ 
menl, choose to improtc money In the latl rather than tfao ^nl of these WRja." 
—Pp. 314,815. 

• 10 Geo. rV, ch. 27. 
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It provided for an exchange of tliree-per-cent stoct into 
eqoivalent annuities for the life of the holder, and was re- 
garded by its projector, as iodeed it waa in reality, as an an- 
cillary part of the ainking-fuDd administration. 

But, though thus eounectedj the policy did not share the 
fate of the old sinking-fund, for, ia 1839, parliament re- 
affirmed its contidence in terminable annuities by the paasage 
of an elaborate act for their creation. It was thought tiut 
adequate provision had in this manner been made for the 
discharge of public obligations, and subsequent legislation 
declares that English opinion has not retreated from the po- 
sition then assumed. 

The theory according to which an annuity is drawn is 
not difficult to understand. It is in form a promise to pay, 
let US' say annually, a definite sum of money for a specified 
length of time. If the annuity be " certain," the year at 
vhieh payment shall cease is stated in the contract ; if it be 

^^ a life annuity, the payment continues until the death of the 

^L sjmmtant. 

^V The theory of the annuity certain is a simple application of 
algebra to the fundamental idea of compound interest. Ac- 
cording to this idea, any sum of money invested, or put at 
interest, is increased at the end of the year by the addition to 
it of interest at a certain rate ; and, at the end of the second 
year, the interest of the first aa well as the original sum is in- 
oreased in the same proportion, and so on to the end of the lost 
year — the interest being, in technical language, converted into 

■ principal yearly.' 
In the case of terminable annnitiea, it is conceived that 
.the annual payment computed on the sum of money origi- 
nally borrowed exceeds the amount of simple interest at the 
ordinary rate, and this excess is charged to the reimburse- 
ment of the principal. It is this excess payment upon which 
I compound interest is computed, and when, beuig compounded 
at the ordinary rate of interest, it amounts to the principal 
originally borrowed, the debt is said to be diacharged. Thus 



' 10 Geo. IV, eh. 34. 
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the date at wbieli tlio annuity falls io b determined by the 
rapidity at which the excess paymeot accamnlatea ; and tlua, 
for any given payment, varies directly as the rate at which 
it ia calculated. Thus, a perpetual annuity, when interest 
is 5 per cent, is said to be worth twenty years' parchafie, 
or an amount equal to twenty times anj- single payment. 
The price for one hundred years is nineteen and eight-tenthe 
years' purchase, and for any number of years leas tliaa one 
hundred it is worth whatever sum, at the accepted rate of 
computation, the annual payment will amount to. At i per 
cent, the value of a perpetual annuity is twenty-five years' 
purchase ; at 3 per cent, it ia thirty-three and one third years' 
purchase. 

It Beeme, then, easy to understand how a debt may be 
discharged by converting stock into terminable annoitiee. 
Holders of stock will lose nothing provided only the annual 
payment on account of the debt be increased beyond the enm 
accruing at simple interest. Upon the plan of a sinking- 
fund, this surplus revenue would be accumulated in the hands 
of commissioners until it had absorbed tlic entire debt ; ac- 
cording to the annuity plan, the accumulation is calonlated 
and the amounts are paid directly to the creditor in install- 
ments. Setting aside the question of expense and the dan- 
ger of miscalculations, a given surplus, inviolably maintained^ 
will discharge a given debt with equal rapidity in whii 
ever way it be applied. 

Wherein, then, lies the difference between terminabl 
annuities and sinking-funds as a means of discharging a debt 1 
This difference pertains wholly to the form of the contract 
In case of annuities, the parties to the contract are the gov* 
ernment on the one hand, and public ci'cditore on the other, 
from which it follows that a failure to make payment m 
promised would be confession of public bankruptcy ; in ease 
of a sinking-fund, however, the promise of payment is from 
the government as a whole to the Sinking-Fund Commiesion- 
ers, who are themselves officers of the government 
should the appropriations to the service of the debt be us 
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some other manner, tliere is no one to make complaint. 
The failure of sinking-funda to extinguish debt is due to the 
fact that governments continoally borrow from the fund to 
meet pressing emergencies, which means that moneys appro- 
priated to the service of debt are diverted to other purposes. 
Bat by the arrangement of an annuity no such borrowing is 
possible. The annual payment on account of principal forms 
part of the contract. New demanda must be met by new- 
taxes or by fresh loans upon the market. It is, thou, cor- 
rect to conclude that terminable annuities are merely a me- 
chanical contrivance for the purpose of rendering the prin- 
ciple of the sinking-fund automatic in its action. Tlioy can 
not, therefore, meet the approval of sound finance, for they 
involTe the error of proceeding at all hazards with tlie pay- 
ment of one debt, even while another is being contracted. 

Bnt if annuities are merely disguised sinking-funds, why 
have English financiers maintained them aa a means of debt- 
payment 3 There seem to have been two reasons for this. 
The English debt was originally issued at discount, but has 
since gradually and persistently risen in price. Under such 
conditions the conversion of discountstock into terminable 
annuities permits the government to reap the advantage of 
ezpnnging its stock at the price which ruled when the con- 
Tersion took place. Tbis was Mr. Perceval's idea, whose 
scheme of 130S has been referred to, and his reasoning is 
tenable, provided the conversion takes place at the natural 
ratio between stock and annuities,' For purpose of illus- 

' " The committee must bo perfectly aware," euid Mr. Fcrcoral, " tbut tha 
operation of Ibe Binking-fund has recently very much increased the price of 
Modu. There is every reaaon to believe tliat by the conlinunnce of that opera- 
tioii the; will nill further bo Iscreiued in price. No one cau doubt, Sir, tbnt if 
(be mesnre oere cooilateot iritb public faith, it would be oitrcmelj desirabla 
to give to the nation an opportunity of redeeming the wbotc of tbe natiooal 
debt ftt the price of the etoelc, becaoee that would preclude tbe effect wliicb any 
further advance in tbe price of the stoeica must have in retarding the operation 
of the Einlcing-fuud. There are two objects which the sinking-fund bis in view, 
ttie one to proHdo (or the final cedeiDptloD of the national debt, tbe other to 
keep np the price of atocks in the market, bo as to enable govermnent, when- 
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tratioHj enppoee three-per-cent stock quoted at 60 per cent 
its par value. This would ehow a |l,OiXt bond to be worth 
$600, &tid the ruling rate for money 5 per cent. Suppoae, 
alao, the government to convert tbis stock into a terminable 
annuity, by raieing tbe annual payment from $30 to $60, 
One balf of tbis payment wiU be charged to tbe payment of 
tbe interest, the otlier half to tbe extinction of the debt, and 
mnst continue until at 5 per cent compound interest it accn- 
mulatc tbe Bnra of $600. That is to say, it must continue be- 
tween fourteen and fifteen years. Snppose, in die third place, 
that, at the time the annuity falls in, three-per^ecnt stock is 
quoted at SO instead of 60, is it not plain that the govern- 
ment has saved the difference by entering into a contract to 
expunge its obligations when they stood at the lower figure* 
Had this annnal payment of $30 been accumulated in a 
sinking-fund, the extinction of the original debt would Lave 
reqnired its continuance nntil $800 bad been accumulated. 
If a government, then, is so nnfortnnale as to have inci 
its debt at discount, and is able to convert, stock into 
nable annuities at its arithmetic value, there is adeqi 
apology for snch an operation. 

But can a government reasonably expect conversion to 
take place at the arithmetic ratio between stock and annu- 
ities? If the annuities created be for tbe life of the holder, 
it is probable that the conversion of a limited amount will 
take place at figures which do not entail loss to the public ; 
for there is always a small class of persons to whom invest- 
ments that give a sure income during life are very attractive. 

ever the eiigcndea of Hie etule maj require it, to make an tdrantageoua Into 
tot llic pnblio. These objectn, howerer, Sir, are Id some depree inconsistent. 
In Bome degree thcf counteract each other. Whatever measure raleea tbe fnndi, 
■Dd thus enablee gOTcmmcnt to barrow on the boat lermB, prevenls the Com- 
miasionera tor the Reduction of the National Debt from reducing that debt oa 
the beat terms. Now, Sir, tbe measure which I propose will combine both of 
these objects ; it will naturallj tend to loorease the price of slocliB. and It wUt, 

■t the same thne, secnre tlie redemption, at n low price, of so much mode ■■ 

may be tranaferrcd auteccdcnt to the rise produced." (As quoted hj Ut. B 
drieka in " Joomal of the Statistical Sodcty of London " for ] BBS.) 
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Bnt even with tliis class there is a danger of miscalculation 
if tbe government make use of ordinary life-tables ; for those 
to wliora life-annuities are most attractive, being persons who 
desire to avoid the care and worry of ordinary pur&aits, will 
prove unfortunate exceptions to the usual rule of vital statis- 
tics. But tbe amount of annuities that can be thus absorbed 
is limited, and if the government issue such a quantity as to 
force it into the hands of speculators, it can not expect satis- 
factory terms of conversion. It was a mistake on the part of 
Mr. Perceval taendeavor to throw such a large part of the pub- 
lic debt into tlie form of lifeannultiee. Not only did tbe gov- 
ernment sustain serious loss by reason of the errors in the life- 
tables employed, as was declared by an investigating commit- 
tee in 1828, but the large number of life-annuities created 
depressed their price. We can not then regard the conver- 
sion of discount stock into life-annuities as desirable for any 
considerable amount of debt. There is more to be said for 
the plan if the annuities employed are simple tenninable an- 
nuities, but in this case the advantage reaped is not as great 
aa one might expect ; for one who tabes an annuity as a busi- 
nesfl investment will consider the repayment of the principal 
of tbe debt, and will demand such an amount in payment as 
will balance the probable future rise in the stock relinquished. 
But parliament did not in 1828 abandon the policy of life- 
ftnnuities. The scheme introduced by Mr. Goulburn,wliich 
became law the following year, conformed in its main feat- 
ures to the law of 1808 ; ^le table of vital statisties, however, 
upon which it was based, waa radically modified. Mr. 
Gouibum stated : 

That his only object was to extend the principle laid down 
in the former act, repealed in the preceding session, and to es- 
tablish a more accurate basis for calculating the value of annui- 
ties, in order to combine with the greatest possible convenience 
to that part of tbe public interested in the purchase of annuities 
security against loss on the part of tbose who granted them. 

tWe are not at present concerned with learning tbe de- 
gree of encGces which attended the new estimates ; but it is 
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interesting to notice liow the government, in its sabseqacnt 
administration of the policy of paying a public debt through 
annuities, has been obliged to resort to nnusual measures for 
the purpose of inducing holders of stock to submit to eon- 
versiou. A number of acts have been passed for the pap- 
pose of bringing savings banks and provident societies "into 
immediate connection with the National Debt Office as feed- 
ers to the plan of deferred and immediate annuities," and re- 
sort has also been had to the qaestionable measure of provid- 
ing for public life insurance as a means of assisting the finaiiM 
cial policy of the government.' 

A second reason why England has favored annuities as ft' 
means of debt-payment is found in the influence of an er- 
roneous principle of political economy. The impression ia 
left by many writers that the supremacy of Mr. Pitt's views 
respecting the suEBciency of a ainbing-fand is reeponfiibla, 
for the permanency of the English debt. This does not a] 
pear to be true. The English debt has not been p^d be- 
cauBO the mercantile classes conceive their immediate inter, 
ests to be against it. They l>eUevc that taxes remitted "will 
surely fructify in the pockets of the people," and it has been 
impossible for the government to mdntain a surplus fund in 
the face of such a sentiment. One of the reasons why Mr. 
Sargant* defends einking-funds is that appropriations may 
be maintained in this manner when it would be impossible 
to accomphsh such a result with open payments, though how 
he can hold such an opinion, in view of the history of past 
funds, it is difficult to understand. This, however, is the de- 
fense of terminable annuities. In 1855, Sir G. C. Lewis at- 
tempted to create a sinking-fund. The plan was opposed by 
Mr, Gladstone, who had no confidence in the abili^ of 
chancellor to maintain such a fund. 
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'CompnrB Acts: 3 William IV, ch. 141; 7 anil 9 Victoria, ch. 88; 16 md 
IT Victoria, ch. IB. Far a critical elaoiinalioD of gorcmment life-aoDDitlal 
troin ISOS lo IBfiG, tbe Btudent ia referred lo an excellent arljclo b; Frederick 
HeDdriclcB, Esq., in the " Joanial of the Statistical Sodet; of LoDdou," 18SS, 

' " Apology for Snking-Funila," by Wllliani Lucu Sargant, 1868. 
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»y [he said] snateli a vote in its favor, bnt yon 
can not bind future parliaments. Ton ■will find that de- 
mands for remission of taxation will crush joor meaflure." 
On another occaeion Mr. Gladstone is eaid to have remarked 
that "the nation would not consent to pay its debts openly; 
he believed that the nation would consent to pay it when it 
appeared in the form of annaities." ' 

It seema, then, that this defense of annuities, which is 
the only argument in their favor when stocks have ap- 
proached par, in but a confession of inability on the part of 
the government to adrainiater the debt on sound principles; 
but etatesmen delude themselves if they believe that the 
public is to be thus tricked into maintaining adequate pay- 
ments. The source of the evil is the erroneous principle of 
political economy and taxation already pointed out, and nntil 
the leaders of opinion are willing to assert " that a good deal 
of what the tax-gatherer leaves in the pockets of the people 
is simply wasted,'" the fin.ancea of the nation will continue 
to bo controlled by counting-house rules. For the United 
States, the question of annuities bears no present interest. 
Were her debt at par, instead of being at high premium, it 
might be that a small portion of it could be wisely converted 
into terminable life-annuities for the convenience of de- 
pendent persona who have funds to invest. But, taking 
things as they are, with a large amount of debt coming down 
to par in 1801, such a proposal need not be seriously consid- 
ered. 

What haa been the policy of the United States in pro- 
viding for tbe payment of her public debt? Should one 
judge by the language of those laws pertaining to thia sub- 
ject, he might infer the views of American statesmen to 
have been shaped according to the principles of •' the good 
Dr. Price," as Franklin was pleased to call him. How 
far this impression ia correct is one of the disputed points 



' Qaot«i] from Sar^anC, pp. 7S and ^0. 
*Bobert Oiffeu, "Esm^ in Ilnuice." 



FirEt Bcrics, p. 274. 
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of financial history. Federalist historians have been qnita 
Btrennous in their endeavors to show tlmt the Federalist ad- 
ministration WHS not infiuenced by a line of reasoning that 
has since proved to be erroneouB, ~ 

Our sinking-fund [eays Jonathan Elliot, who haa ^i 
more attention to tbc details of this subject than any otherii 
vriter] differed materially from that which was adopted in the 
early nnancial history of Groat Britain, as it was not excla- 
Bively applied to the liquidation of a particular debt in exist- 
ence. It was also unlike that of Mr. Pitt, as the amount of the 
capital appropi'iated was not fixed before 1802 ; and when the 
amount of the appropriation was known the payment of the 
interest and charges on the debt was, in common with the prii»- 
cipal, to be discharged from that fund. . , . Properly speakii 
the essential character of a tjinking-fund was not to bo foi 
in the operation of that of the United tjtates.' 

This seems to me to press the matter a little too far. It 
is certain that tlie writings of Dr. Price were well known 
and highly appreciated in this country, for in 1778 the Colo- 
nial Congress tendered to him an invitation to become a citi- 
zen of the United States, and to assist in regulating Iter 
financial affairs. It is also significant that Congress com- 
mitted itself as early as 1782 to the formation cf a sinking- 
fund that should be " inviolably appropriated to the payment 
of the principal of the said debt, and shall on no account bo 
diverted to any other pnrpose." It is true nothing of the 
sort was done, and it is probable the cliief purpose of the 
legislature was to strengthen the arguments of agents then in 
Europe endeavoring to raise money on foreign loans. The 
first provision for expunging public obligations, after the 
organization of the present Federal government, is found in 
the last clause of the refunding act, which set aside the pro- 
ceeds of public lands " towards sinking or discharging the 
debts, for the payment whereof the United States are hold- 
en." This is quite in harmony with the idea that prersilcd 
throughout the revolutionary struggle, and but fulfilled the 

' "The Funding Systeni of tbe United Slates and of GrcM Brludn," \tj 
Jonathmn ElIicM, 1840. Ei. Doc, lat KBeiun, liSlb Caogress, p. 400, noU, 
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ezpectatioDB of tliose States tliat had made cesBioa of terri- 
tory to tbe Federal government. 

Tlie sinking-fund was established by an act of August 13, 
1790, and its provisions fui-ther extended by an act of May 
8, 1792. The President of the Senate, the Chief Justice, 
the Secretary of State, the Secretary of the Treasury, and 
the Attorney General, for the time being, were appointed 
commissioners. These commissioners were empowered to 
purchase public stock, and to bold it aa trustees of the gov- 
ernment, applying the interest accruing upon such stock to 
further pm^hases. All this was wholly English. The money 
appropriated to set this fund in operation came from two 
sources— the surplus of receipts from tonnage does to the 
close of the year 1790, and a loan, not to exceed $2,000,000, 
which the President was authorized to make. These laws 
do not diEclose the essential error of the sinking-fund policy, 
for they do not demand invidable payments. It is true that 
authority was granted to borrow money with which to set 
the fund in operation, but this may, perhaps, be regarded as 
an extension of the refunding policy, rather than as part of 
tbe policy of debt-payment. Two loans sold in Holland 
were declared by Congress to meet the demands of the law, 
the proceeds of which were diverted to pay the first and 
second installments dne the United States Bank ; previous to 
1795, the commissioners had received only $434,901 from the 
sums thus borrowed. While, however, admitting that this 
claose does not prove Hamilton to have believed that money 
could be borrowed at simple and accumulated at compound 
interest, it is yet a good illustration of that confusion which 
he permitted occasionally to creep into public accounts — a 
confusion upon which some of his eulogists have placed too 
much reliance in supporting his claim to be ranked as a great 
financier, ^ 

Provisions for payment of the public debt made under 
the Federalist administration were completed by an aot of 
March 3, 1795. According to this act, all moneys appro- 
priated to the purchase of public stock were accnmu1at«d in 
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a fund to which, for the first time, was given the name of 
" The Sinking-Fund." The composition of this fund was as 
follows : 

1. So much of tbo revenue of imposts and tonnage aa, 
together with uiodoj'b already at tlie disposal of the com- 
missioners, may be neceesary to make an annnal two-peiMsent 
payment upon the principal of the six-per-cent stock for which 
the government was, in 1796, liable. 

2. Dividends upon bank stock subscribed by the United 
SUteB. 

3. Sums from current revenue equal to the accruing in- 
terest upon public stock previously purchased or redeemed. 

4. Net proceeds of the sale of public lands. 
6. All moneys received by the United Statee on acooi 

of debts. 

6. AH surplus moneys remaining in the treasury at 
close of any calendar year. 

It is only necessary to consider the first and the third 
items making up this fund ; the others simply appropriate 
specific sources of revenue to a definite purpose. There can 
be no question but that Mr, Hamilton intended, by the firrt 
and the third clauses above given, to create an inviolable 
claim of varying amount upon current revenue. It will be 
remembered that the contract upon which the six-perKient 
stock was issued prohibited payment at a rate more rapid 
than eight dollars in the hundred, for both principal and in- 
terest ; bnt by this law the payment of eight dollars was ren- 
dered obligatory, thus converting all this stock into a twenty 
four-year annuity, over which the government no loogwi 
retained any discretion respecting payment. By the tMrd 
olause the usual method of sinking-fund calculations waa 
perpetuated, and this also in the mind of the Secretary con- 
Btitnted an inviolable payment. It was thought (to borrow a 
phrase from Dr. Price) that the indebtedness of the country 
would be kept in a constant state of extinction. Some wiit^ 
ers seem to think that a financier must formally express his 
confidence in the efficiency of compound accumulations be- 
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fore naming Lim a supporter of tlie sinking-fund theory, 
but this declares the ignorance of the writers, and does not 
excnge the financier. The error of this theory of financier- 
ing lies in the fact that it provides for automatic extinction 
of a debt. This leads to false security, and renders a country 
liable to the necessity of borrowing money at liigU rates 
while paying a debt that bears low rates. This evil was in- 
corporated by Uamilton into American financiering. 

It is not necessary to rely upon inference for this con- 
clusion. Hamilton's report of January 21, 1795, would 
have pleased the heart of Dr. Price. As the essay of the 
latter began with deprecating ])ublic incumbrances, so the 
report of the former begins with deprecating " that progress- 
ive accumulation of debt which must ultimately endanger 
all government." It was laid down as a "fundamental 
maxim .... that the creation of debt should always be ac- 
companied with the means of extinguishment ; this is the 
true secret for rendering public credit immortal." It is 
poBsible to interpret such an expression into a sound rule of 
finance. It is true that no debt of any magnitude should be 
created except accompanied by a law imposing taxes ade- 
quate for its final extinction. But in the present instance 
snch an interpretation is not admissible, for in the same re- 
port we read, that sinking-fund appropriations "should be 
clothed with tlie character of priv-te property," and that its 
application should be made " a part of the contract with the 
cr^iitors." The principle enunciated by Hamilton is indeed 
a "fundamental maxim" of the theory of sinking-funds, 
but is not a fundamental maxim in sound national financier- 
ing. It is an error to say that public credit is dependent 
npon maintaining inyiolablo payments ; it depends rather on 
simplicity in public accounts, and upon energy on the part of 
the administration in the prosecution of whatever purpose 
it nndcrtakea. 

This is no place to trace in detail the operations of the 
Federalist sinking-fund. The last purchase of public stock 
was made in December, 1795, but the redemption of tlie an- 
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unities and the payment of certain other debts continiied, 
although it was found necessary to negotiate six separata 
loana previous to 1801, two of which were placed at B 
per cent. The result of financial operations during tho 
twelve years of Federalist administration was to iDcreose 
rather than decrease the Federal debt. Upon January 1, 
1791, the amount of outstanding obligations was $75,463,- 
476; upon the corresponding date for 1795 the debt bad 
risen to §80,747,587. While Walcott was Secretary of the 
Treasury, the operations of the sinking-fund made no impres- 
eion whatever upon the amount of indebtedness, and there 
was loft by the Federalists as a legacy to the JeSerson ad- 
ministration a debt of §80,700,000. Nothing is here said 
in criticism of the fact that the debt increased. That may 
have been a necessity under the circumstances. Nor do we 
undertake to decide whether this necessity was due to ineffi- 
ciency on the part of the Federalist administration, or to the 
carping criticisms of the Republicans out of office; our only 
conclusion is, that it is unwise to play at paying a debt while 
the debt ia in reality growing. This leads to false security, 
and becomes a most prolific source of new loans. 

The financial ability of the Republican party was fonnd 
in Albert Gallatin. When he took the portfolio of the Treas- 
ury Department, it was known that hia views respecting the 
necessity of extinguishing the public debt were of the most 
pronounced character. These views he had expressed while 
a member of Congress, as he bad before had occasion to put 
them into practice in Pennsylvania, his adopted State, The 
" payment of the debt was tho great dogma of tho demo- 
cratic principle. ' The discharge of the debt is vital to the 
destinies of our government,' wrote Mr. Jefferson to Mr. 
Gallatin, in October, 1809, when tlie latter was desperately 
struggling to maintain his grasp upon the administration ; 
' we shall never see another President and Secretary of the 
Treasury making all other objects subordinate to this." " ' 
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But did Gallatin believe in fiinking-f unds ? That part of 
the hiw of 1795 which he declared to meet his approval is 
the part upon which we have relied to show that Hamilton 
waa not entirely free from the influence of English methods 
of financiering. In a letter of March 31, 1802, to the chair- 
man of the Committee of Ways and Muans, he says : " Noth- 
ing more Beeina necessary for those several objects [that is, 
for provision for the debts] than to make for the debts which 
are intended to be discharged as adequate a provision as is 
made by the act of March 3, 1795, for the payment of the 
eigbt-per-cent annuity of the 6ix-per-cent and deferred 
fltoeks," ' This seems to approve all that we have con- 
demned, and if it means that permanent appropriations for 
debt-pay men ts should be made part of a debt-contract, it cer- 
tainly comes under the just censure of sound financiering. 
But there are other expressions of Gallatin's which forbid 
that we accept this as bis permanent opinion. He did not 
attempt to sweep away the sinking-fund legislation, because 
it was commonly regarded as a check upon the Secretary of 
the Treasury, and, to quote his own words, " owing to the pre- 
judices of the times, the attempt would have been represented 
as impairing the plan already adopted for the payment of the 
debt."' He undertook, instead, to simplify it in its workings 
and render its accounts clear, although he characterized it as 
"the mystifying and useless machinery with which Mr. 
Hamilton had, in imitation of Mr. Pitt's sinking-fund, en- 
cambered the very simple subject of paying the debt." * 

The sinking-fund in the hands of the Hepublican Secre- 
tary was resolved into a permanent appropriation of $7,300,- 
000 (afterward increased to 88,000,000 on account of the 
Louisiana purchase), which was devoted to the support of the 
public debt.* This sum, being largely in excess of the de- 

' SlaW Pttpflra, " Finance," vol. i, p. 749. 
' Quoted in Ailams's " Ltte ot Gallwin," p. 396. 

■Quoted from > letter to Gules tnd Smimi, Febniu; 6, 19SS. "Wrillngi 
of OallBtiii," ii, p. SOI. 
•Law of April 29, ISOl 
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mand for carrent interest, gave a certain enrplus for the 
duction of the principaL When the war of 1813 camo on, 
the outstanding principal of the pnblic debt had been rednced 
to $45,120,304, consisting of $16,793,208 of three-per-cents, 
which Gallatin would not pay; $17,147,096 of sii-per-centB 
that were nnder the condition of annnity payments; and 
$11,350,000 of Louisiana stock, no part of which could be 
paid before 1818. During the continuance of the war there 
was no redemption of permanent indebtedness, except such 
as had been entailed by tbe law of 1795. The pemianeDt 
appropriation to the Borvice of the debt was continued, but it 
waa assigned to the support of new loans. Wc find in the 
financial administration of this war, which in many respects 
is open to severe censure,' no application of the pemicioua 
theory that every loan at its creation should be accompamed 
by the means of its own extinction. 

There is disclosed in the administration of Mr. Qallattitl 
the true policy of debt-payment. It consists in the eetablii 
ment of a permanent appropriation for the service of 
debt which shall be in excess of the demands of current in- 
terest. Butsuch appropriation need not be "inviolable," It 
need form no part of a " private contract," nor be re^rded 
as constituting " private property." A government should 
always be at liberty in time of emergency to divert tnon^ 
held for the payment of debt to the snpport of new loam. 
It may be said tliat such a policy is dangerous, and that with- 
out inviolable payments the country mns the risk of pei^ 
petual obligations ; but experience shows it to be less dangei 
ous than reliance upon automatic machinery for the extinction: 
of obligations, as well as less expensive, if we condder tha 
varying rates of interest in time of war and peace, The^ 
United States is indebted to Mr. Gallatin more than to an; 
other man for the establishment of this policy. Under the 
guidance of hia clear insight this country departed from the 
pernicious methods of English financiering, and from hia day 
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to the proeent lias tlio policy of debt-payment been, for the 
most part, clear, Gimple, and adeqnate.' 

At the close of the war of 1812 the Federal government 
found itself encumbered with ft debt of about $120,000,000, 
The permanent appropriation for the service of the debt 
waB incroaeed, and in 163i, without any material change in 
the financial policy so far as the debt was concerned, the 
United States had extinguished all its obligations. From 
that date until 18(iO there is nothing of importance in the 
management of tlie public treasury to claim our present at- 
tention ; but with the outbreak of the civil war American 
statesmen were again obliged to grapple with the iutricaeiea 
of financial problems. 

The financial policy of Secretary Chase has been already- 
presented. His purpose was to carry through the war by 
means of loans, and, to secure a solid basis for such an extcn- 
Kve use of credit, he made the dobtKihargea a first lien upon 
all coin receipts.' These charges were of two sorts: first, 
the intereat accruing upon bonds or notes ; second, a sinking- 
fnnd payment equal to one per cent of the outstanding debt, 
increased by the accruing interest upon all debt thus re- 



We find here an application of the " fundamental maxim " 
that " the creation of a debt should always be accompanied 
with the means of its extinguishment." But such a law must 
surely lead to unnecessary embarrassment. Its requirement 
can not be followed under any conditions in which a resort 
to borrowing would be defensible, and it is folly to pass a law 
knowing it must be immediately broken. In the present 
instance the pressure upon the Treasury proved stronger than 
the theory of the Secretary. While the war continued, there 

' It It iDlereBtiDg lo Dolice wliat perfect hanonnj eiista bctvecQ Hr. Gnllt- 
tin'a admin iHlmtl on luid the principles of Robert BiLmilton's " Euaj on the Eng- 
lUh Debt," which U nccrodited with haying overthrown the rcaaoningB ot Dr. 
Price. Compare, for example, the Report of 1811 with the proposIlionB Til, 
Tin, and IX ot the essay b; Frofeaaor Onmilton. 

* Soc S of the law ot Fcbniarj !B, 1862. 
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was no accumulation in the sinking-fund that b; any preteaae 
could be held as Eatisfj'ing the demands of the law. 

Xor can it be said tliat the establishment of a sinking-fund 
in 1862 exerted any influence upon the policy of debt-pay- 
ment when the war was brought to a close. Secretary McCul- 
loch, in his report of 1865, proceeded as though no such fund 
existed, and proposed that the policy of permanent appropria- 
tion should bo adopted in making provision for the public 
debt. He estimated that the Federal debt would amount to 
^,000,000,000, demanding an annual payment in interest of 
$150,000,000 ; and he proposed an annual appropriation of 
$200,000,000 to the service of the debt, which, undisturbed by 
any refunding operations, would expunge tlie total debt in 
about twenty-eight years. But no law was ever passed which 
authorized such an appropriation. The method of procedure 
for a number of years was to apply such monej-s as remained 
after the satisfaction of other demands to the redaction of 
the debt. For llie year ending June 30, 1S66, this enrplna 
amounted to $123,000,000, and during the fourteen months 
following August 31, 1865, the pj-ineipal of the public debt 
was reduced $206,000,000. This was a reduction of $173,- 
000,000 in excess of the demands of the law of 1862, and an 
advance of about $125,000,000 over what would have been 
accomplished by the plan of appropriating $200,000,000 to 
the service of the debt. 

It was not until 16T6 that we find the calculations of 
amount due the sinking-fund assuming any importance. Tl 
question seems at this time to have been forced npon pablio 
attention by the law of 1S75, providing for the resninption 
specie payments. Nothing is plainer than that for the re- 
sumption of specie payments a government must have specie, 
and the Secretary of tJie Treasury was conserjuently anthop- 
ized to sell bonds to replenish his stock of bullion. But why, 
it was asked, should the government redeem bonds bearing 
interest in gold while at the same time selling other bonda 
for gold with which to redeem greenbaeltBi Kelying 
this view, it was proposed that tie " claims of the si 
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P* should be suspended, and that the amounts due it 
accruing each year should be set aside as part of the coin 
destined to redeem the treasury notes. Something analogoua 
to this was actually undertaken in applying the proceeds of 
the sinking-fund to the redemptiou of the debt bearing no 
interest. In the fiscal year ending June 30, 1876, $7,000,000 
of fractional currency were redeemed out of the fund, and 
the amount credited to the fund at 5 per cent interest.' Near- 
ly $6,000,000 of eireenbacks, also, were redeemed out of the 
fund, the anthority for the redemption being found in the 
Resumption Law of 1875.* Such an employment of the 
moneys due the sinking-fund did not paas unchallenged, nor 
did the suggestion that it be suspended meet with univereal 
approval. But it was in this manner that the interpretation 
of the law of 1862 became a necessity. 

The power to redeem bonds in excess of the demands of 
the sinking-fund had been freely exercised previous to 1870, 
but in that year it was thought wise to remove any possible 
doubt upon tlie subject. It was provided that the Secretary 
might redeem any five-twenty bonds " with any coin in the 
Treasury which he might lawfully apply to such purpose." 
We are told by Mr. Weston, whose current articles upon 
this and other subjects of national finances lead us to regard 
him as a faithful observer, that *' certain parties endeavored 
to persuade Mr. Bristow, a succeeding Secretary, to treat 
these payments {in excess of the demands of the law of 1862) 
as superseding the sinking-fund for the future." This, how- 
ever, he refused to do ; and in this opinion other Secretaries 
have concurred. Mr. Morrill, who prepared the financial 
report for 1S76, computed that the law of 18C3, as modi- 

' Law of April 17, 1878. 

* Tbe Koaumption Act repeated tbo limitation whUh bad bceopliuwd upon then 
kbilil; of National Bankiag UBodatioiu to issue ootcs, but xt Che Biuno time 
obliged the Secreury oF ihe Treuiury to redeem greeobacks equal to SO per cent 
of neir notes issued. It wae under tbis proviBiaa of tbe law, as t understand the 

I matter, that autboritj irsa found tor c&lling in greenbacks, Hr. Weston, writing 
b the " Bankers' Hagarine," speaki of a " monthl; redemption of greenbacks 
■nlhoriied bj tbe law of ISTO," but I Siul no iucb proriaion. Cf , toL nil, p. fiSfi. 
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fied by the law of ISTO, vrhich made all redeemed bonds 
a part of the einking-fund, would have been satisfied by 
the redemption of $433,848,215.37; but the actual reduc- 
tion previoua to June 30, 1876, was declared to have 
been 8l!56,992,226.44.' It was not, howeyer, on tlus ao- 

' This compatstioa maj be of interest " From tbe time when the Sret Mt 
nunodwBstogoinioeffcct until August 31, 186S, the demojids upon the Treuniy 
inddcnt to the war were grcatl; in eiceaa of the rcTeouDS to (he goiemmenl, 
and therefore there was no mrplus income which could be applied to the extln- 
guisbmeot of the debt or the creation of a ainVing-fund, aad conacqueDtlj the law 
providing for the fund was during that period necesEarilj tendered inopenliTe. 
" It will be notieed that the statute contemplated that a oertaiu eum Bhoutd 
be applied within each fiscal year to the account of the sinking-fund. If tba 
resources of the Treasury during each flacal jear, oommencing with July, ISOS, 
bad been suBlcieiit to baTemade a literal compliatice with the conditions of the 
law practicable, the account would, at the close of tbe last (kcsl year, hare ap- 
peared upon the books of the department as follows : 

"AmouDt for fiscal year 1863 tB,CSa,te9 BT 

" " 18fl4 I2,1M,090 B« 

« " 1S66 20,233.888 45 

- " IBsa 80,490,707 18 

" " 1887. 83,080.88188 

» " 188S 33,786,30« 8S 

" " 186» 31,639,987 08 

" " 1870. S5,9B9,fl51 99 

" " 1871 88,870,287 89 

" " 187! 38,507,873 « 

" " 1873 86,8(19,924 20 

" " 187* 38.(iia,930 63 

" ■' 1878 89,686,019 68 

■• " 1878 ■40,681.381 M 

Gmod total 8133,843,216 87 

" On t)ic Slst of August, 1S68, tbe public debt, as represented upon tbe 
books of the department, and ibuwn by tbe public-debt statement, reKbod lis 
highest point, viz. : 
Debt, less bouds issued to the varioos Pacific Railroads, 

and less cash In the Treasury f2,75fi,<ST,B71 48 

On June 30, 1676. the debt, including accrued interest, 
less bonds issued to the Faoific RiUlraad companies, 

and less cash in the Treasury, was. 2,099.439,344 99 

Reduction of the debt. (666,992,226 44 

" The terms of the law of February 28, 1862, reqdred by tbe operatiana at 
the sinking-fund account that the public debt should be reduced in the sum of 
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count admitted that the claims of the Einking-fund could be 
aaspeoded. 

It fleems, then, taking all things into consideration, that 
there is no ground for believing the law of 1802 to have ex- 
erted mneh influence in securing the expungemeat of so 
much of oar public debt as has been already paid. The einb- 
ing-fond eetablished by Secretary Chase has not served in 
fact as " the sheet-anebor of public credit." There are, in- 
deed, some expressions in public debate which regard the 
law as forming part of the contract between the government 
and its creditors, but this view does not appear to have met 
with any popular response.' How, then, it may be asked, is 
it possible to explain the ease with which taxes have been 
maintained for the redemption of public bonds ? Does 
this show greater firmness or higher wisdom on the part of 
American statesmen than may be claimed by statesmen of 
other countries 1 "We have already seeu that the content- 
ment with which the English bear the taxes for the mainte- 
nance of their great debt, rather than rid themselves of it by 
a strennooB effort for a few years, is due to erroneous views 
which they entertain respecting ta.Te8. They firmly believe 
that money left in the pockets of the people will surely 
fructify, and for this reason they demand the remission of 
every tax not needed for current expenditures. The willing- 
ness of the American peoplo to maintain high taxes for the 

9133,848,21 G.S 7 bclneea Jul; 1, 18«2, aad the doae of the last GscbI jear. A 
redaction hu bct^n effected during thst period of f 856,903.^26.44, or f223,< 
144,011.07 more than wm sbsolutelj requited. 

It cftD therefore be said, u a matter o( fftct, that all of the pledges and ob- 
Ugsliona of the governmeDt, to moke prorlsioa for iho Einkitig-fmid and the 
eanoellation of the public debt, have been fully met and cniried out." 

' Mr. Shennan wu accuslomed to Iniiet on the sacrcdness of the contraci 
when speaking in Congress, but as Secretary, io tbe secrecy of the room of th« 
Senate Committee oa Finance, be eaid of the ainkingfund : " Tbia act con only 
be etnutTued as aa authority to purchase tbe debt in case of nrpluB revenue 
(or the purpose. Whalcrer binding force it may hare on Congrcas ll not for 

tme to My. There is do putlcaUr oeceesily for this lair." (Interrieir of Juo* 
■7 30, 18S0. p. 4CI.) 
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payment of their debt iB in like manner dne to the prevaleooe 
of an economic error, though one of a wholly different aort. 
It is held in this country that customs duties are the occasion 
of private gain ; why, then, should complaint be made of 
their maintenance for the payment of the debt ) No finan- 
cial problem has occasioned so much embarrassment in this 
country as the reduction of taxes, and it is becanee this prob- 
lem has proven bo difficult of Bolution that the debt has been 
managed with ease. It ia the policy of protection that has 
paid our debts. This was true in the period from 1S16 to 
1836, and it is true at the present time. The wisdom of onr 
statesmen consiBts in this, that they have not used nnwisely 
the Burplas revenue forced upon them by a radically pesj 
nicious system of taxation. *! 

It remaiuB for us to consider the policy of debt-payment^ 
in its relation to the national banking system, a qiieetion, It 
■ will be remembered, brought to our notice in the previooB 
chapter. There are many who believe the system of na- 
tional banks in this country to be the best the world has ever 
Been, and who, on that account, are disinclined to favor any 
policy of debtrpayment which unnecessarily endangers its 
maintenance. They do not advocate the eontinnance of the 
debt in order to continue the banks, but they do urge that,fio 
long as the debt shall exist, it is wise to use it in snch a 
manner as to be of indirect service to the public. At leftst, 
it is on the basis of such a promise that the following eng^ 
gestions are made. 

It ia hardly necessary to speak at length of the natare of 
the embarrassment under which the banking system lies. 
The difficulty springs from the fact that the bonds upon 
which it is most profitable for the banks to do business are 
the only bonds which the government is at liberty to pay. 
As has been already stated, the public debt lies in threu 
classes of bonds — the three-per-cents redeemable at the pleas- 
ure of the government ; the four-and-a-half-per-cents redeem- 
able in 1891 ; and the fonr-per-cents redeemable in 190T(j 
The bonds of the second and third classes are worth i 
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I SO per cent premium, and it is claimed that a. higher 
profit may be made in private backing, on the basis of a 
given amount of disposable capital, than in the purchase of 
high-priced bonds aa security for circulation of notes. This 
is due to the fact that the banking law permits the iseae of 
circulating notes equal to 90 per cent only of the par value, 
not the market value, of the bonds deposited as security. 
But if the present policy of debt-payment continues, the 
banlffl must soon choose between the purchase of four-per- 
centa at 120 and the withdrawal of their notes from clrcula* 

tiOD. 

The danger to tho permanency of the banking system 
thus pointed out is not fanciful, as may be seen from the fol- 
lowing table, which gives the amounts of variona sorts of 
bonds held as security for circulation since 1883 : 



BONDS. 


18i». 


,m. 


laa. 


IM*. 




|flBa,ooo 

201,327,760 

41,3ia,70<) 

S,*6S,000 

106,!a4,8BU 










tlD(l,flOM0O 
49.G37,(aO 

8,*69,000 
110,706,450 


(138.920,660 
49,M7,2B0 

S.GOB.OOO 
116,391,060 


(09,038.060 

67,438.800 

8,680,000 

116,888,160 


Fonr-uid-a-halfs... 
PkciBa siiea 




Tot«] 


e3C2,»07.SOO «32G,Sie,£00 


t»IJS,3G4,60O| (246.414,060 



From this table it appears that the three-per-cents are 
fast being extinguished, and that there is no purchase of 
bonds of the other classes with whicli to keep up the circu- 
lation of bank-notes. The banks which now bold four-per- 
cents purchased them when their price was low, and llieir 
refusal to sell, notwithstanding the high profit which they 
might in this manner sccnre, is in part due to the continued 
pressure of dn I! times. Should bnsiness revive, so that free 
capital might easily find pajnng investments, there ia reason 

I to believe that the tendency disclosed by the above table 
would work with increased rapidity. The problem thus pre- 
sented might be solved by amending the banking law, but 
we are only interested in proposals for its solution by some 
modification of the policy of debt-payment. One way in 



whicb tlie difBeuIty miglit bo overcome would be to expend 
tlie $50,000,000 annually due the sinking-fond, and snch siii^ 
plus revenue as goes to debt payment, in the piircLase of 
iiigh-priced stock at its market rates. This wonld leave 
three-per-cent stock to serve as the basis o£ banking circnla- 
tion. It is trne that there is not enough three-per-ceat stock 
now left to make this proposal worth considering, were it 
not that it calls our attention to a new principle of debt-pay- 
ment, and it is possible that some analogous plan will be pre- 
sented in connection with the four-and-a-half-per-eents which 
fall Hnder the control of the government in 1891. 

The question thus brought to our notice is the question 
of paying a pablic debt by purchases at current rates on the 
market. It is, however, a question that may be easily nnder- 
stood. Payments by purchase at market rates may be ad- 
vantageous to the government if stocks at discount are J 
moving toward par. Under such conditions, not only is a J 
large nominal debt expnnged with a small payment, but a" 
given annuity may be extinguished by a smaller payment 
than wonld be possible after the bonds bad attained their par 
value. It is also true that, if bonds are above par, and the 
contract is so drawn that there is no tendency for them to 
fall as the years pass, it would be quite immaterial whether 
such bonds should be paid by purchase, or bonds standing at 
par, and giving the same return on capital invested, should be 
paid by calls. 

But neither of tlicse assumptions confornia to the condi- 
tion of debt in the United States. The four-per-cent bonds 
are now worth 120, but by 1907 they must, of neceenfyi 
come down to par. The three-per-cents, now redeemable, are 
at par. The question involved in the proposal to purchase 
tlie high-priced bonds may be clearly stated if we ask what 
is the balance of advantage in the expenditure of $100 in 
the two methods proposed. If this sum be expended in the 
redemption of four-per-cents at premium, rather than in the 
purchase of three-per-cents at par, the government ma 
an immediate gain of 33 J cents. That is to say, in the first | 
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case, the espenditare of $100 has extiagaisbed an annaity 
of $3.33^ ; in the second caso, it baa extinguiahed an annnity 
of $3. This difierence may, of course, be put immediately 
to profitable ose in increaaiog the fund with wbich fature 
purcbasee are made. Bnt, on the otber band, tbere ia a. loss 
attending this gain. At tbe expiration of twenty years the 
four-per-centa will be redeemable at par, bo tbat tbe par- 
chase of these bonds at their present price would entail a lose 
equal to tbe premium paid. For tbe expenditure of $100, 
this loss would amount to $12.66|, The qneetion, therefore, 
reduced itself to this : Will an immediate saving of S3i 
cents improved at 4 per cent compound interest, strength- 
ened each year by a corresponding saving, though less in 
amount as the years pass, attain, iu twenty years, to the sum 
of $12.66}. We can not tell estactly what such an improve- 
ment would amount to, for the saving added each year, 
chargeable to tbe liberation of interest payments, is not a 
constant factor ; but tbe most advantageous calculation would 
not bring the amount to exceed $10. From such a state- 
ment of tbe case, it is clear that the payment of premium 
stock at market rates, when the stock is constantly falling 
toward par, ia an expensive operation. It does not conform 
to sound rules of finance, provided tbere is any otber stock 
upon which tbe surplus revenue may be expended. 

Another proposal for adjusting the policy of debt-pay- 
ment to tbe requirements of the banking system finds ex- 
pression in a bill recently introduced into the Senate by 
Mr. Aldrich. It ia proposed to expend the revenue avail- 
able for debt extinction in paying part of tlie interest upon 
the high-priced bonds before that interest becomes due. 
This is in reality a scheme for converting part of the debt 
into such form that it may profitably be used by tbe banks 
as basis for circulation. Tbe details of the plan are as fol- 
lows: Tbe holder of a bond bearing 4 per cent or 4^ per 
cent interest is granted the liberty of exchanjpng it for a 

I bond bearing 2^ per cent interest, tbe exchange to take place 
on the basis of the par value of the bonds. But, in consid- 
L. 
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eration of tlio reduced interest, the bolder is to receiye m 
lamp a earn of mone; eqnal to the abrogate preseat worth 
of the Tarioua interest payments he vonld have received oo 
the original bonds, above the SJ per cent interest he con- 
tinues to receive on the new bond. The present worth of 
these pajments is to be calculated on the baais of not 1eee 
than 3 per cent interest, re-invested quarter-yearly. It is also 
provided that these bonds bearing a reduced rate of interest 
shall not be paid nntil all bonds bearing a liigher rate of in- 
terest shall have been extinguished, and that of these con- 
verted bonds those first isened shall be the last paid. 

It is doubtful if this scheme of conversion would raeet 
the hearty approval of large nnmbere of bond-holdere, bnt it 
would certainly commend itficif to those bankers who desire 
to continue the circulation of bank notes ; for it would g^re 
back to the banks, in the form of anticipated payments of 
accruing interest, the capital now uselessly tied np in the 
high-priced bonds deposited as security for notes. The only 
question, then, seems to be : Does the plan proposed run 
counter to any public interest ? It will be DOticod that there 
is one essential difference between the anticipation of inter- 
est-payments, and the anticipation of the payment of the 
principal of a debt by purchaees on the market. This latter 
procedure, as has been shown, is expensive, because it re- 
quires a larger sum of money to extioguiBh a given debt than 
will be required after the debt comes to bo redeemable ; but 
no such result follows the anticipatioQ of interest-payments. 
These are determined by the terras of the contract, and may 
be calculated with accuracy. The interest does not, like the 
market value of a debt, fall as the bonds approach the period 
of their redemption, and it is but the application of sound 
business rules to use any surplus moneys on hand in making 
advanced payments of interest. This plan, then, introduced 
by Senator Aldrich, seems to be adequate to the porpose for 
which it was drawn. 

But should Congress succeed in adjusting the debt to ti 
requirements of the banking system, its management in t! 
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fntnre presents yet other difScultiea. The three-per-cent« will 
probably be paid during the course of the coming year, but 
the four-and-a-lialf-per-cents will not come under the control 
of the government till 1S91. What ia to be done with the 
permanent appropriation to the sinking-fund, until it can 
be economically used in discharging the foiir-and-a-half-per' 
cent bonds ? Or, supposing this difficulty to have been auo- 
cessfully overcome, the amount of debt redeeipable in 1891 
is but $250,000,000 ; and, with a sinking-fund appropriation 
of $50,000,000 a year, we shall find ourselves in 1S96 again 
without any debt upon which the appropriation may be ex- 
pended. In what manner shall the machinery of debt-pay- 
ment be managed from 1896 to 1907? 

In this latter case, it will probably bo wise for the sinking- 
fond law to be repealed, or, at least, for its operations to be 
suspended. The time is sufficiently extended to warrant' 
changes in the rates of taxation. Such a proposal does not, 
however, fit the requirements of the first case. Three years 
only intervene between the extinction of the three-per-cents 
and the time when the four-and-a-half-per-cent bonds are re- 
deemable, and for so short a time the suspension of the ordi- 
nary payments would bo the source of great inconvenience. 
It will be observed that I am arguing as though all unnecea- 
aary taxes had been repealed, for it is impossible to proceed 
rationally in considering tho finances of tho Federal govern- 
ment except we assume the criminally absurd policy of sur- 
plus financiering to have been abandoned. Were it, however, 
true that income were reduced to the level of expenditure, a 
euspension of the operation of tlie sinking-fund would re- 
quire a yet further reduction of taxes; but since the taxes 
thus remitted must be re-imposed in 1891, the eviia accom- 
panying the change might be more serious than the ex- 
penditure of the appropriation in purchase of high-priced 
bonds. Indeed, I am inclined to the opinion that the direct 
purchase of $150,000,000 of second-class bonds would be 

I preferable to the suspension of the sinking-fund for three 
years, were these the only alternatives presented to Congress. 
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But there is anottier manner in which this difficulty may 
be overcome. It is not uncommon for financiers to apply 
the moneysdue a ainking-fnnd to the purchase of othcrprop- 
erty tlian the debt which the fund Ja supposed to eztingnjeh. 
Tho property thus purchased is held as an ofEset to the stock 
that should have been redeemed, but which is permitted to 
remain in the hands of public creditors. If the property 
purchased bethe source of annua] revenue equal to the inteiv 
est paid upon the stock maintained, the public is freed from 
all taxes for support of the debt, and reaps the practic&I pe- 
Bults of debt-extinction. Or, if the new property bear a 
higher rate of profit than the rate of interest upon the stock 
outstanding, the government gains by tho operation. By 
sneh a transaction the government takes advantage of its owd 
high credit to effect a saving for the people. The practical 
"benefits of the transaction are those which follow the conver- 
sion of public stock into bonds bearing a lower rate of interest 

There is nothing new in the proposal thus suggested. The 
debt of France, for example, ia not regarded as the source 
of possible embarrassment in the future, for the entire nul- 
road property is conceived by French financiers to be chained 
witli its extinction. Much more to our purpose, however, is 
a proposal of Mr, K, Dudley Baxter. This gentleman eng- 
gests that the duties imposed npon English railways, amonnt> 
ing to nearly £500,000, shall bo appropriated to establish a 
Binldng-fund for the expungement of the English debt. Bat 
this appropriation and the accumulations, " instead of being 
invested in the debt itself, like sinking-funds which have 
failed, he proposes to invest in ordinary or preference stock 
of railways, yielding at least a dividend of 4 per cent, By 
so doing, he calculates that at the end of seventy-two yean 
the nation will be possessed of about i£200,000,0OO of railway 
Btoek, the annual revenue of which at no more than 4 per 
cent will be equal to the interest on £250,000,000 of con- 
Bols." ' Such an operation would result, aesaming the calca* 
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lation to be correct, in tlie practical extiDction of £250,000,- 
000 of public debt by an invoBtment of £200,000,000 of 
money, a gain which arises from the superior credit of the 
Btate as compared with that of railway corporatioQB. 

Is it possible for the United States to adopt at the pres- 
ent time a plan for the management of its sinking-fund 
similar in principle to the one suggested by Mr. Baxter} 
Could this be done without detriment to public credit, and 
without loss to the treasury, the immediate difBculty which 
Bprings from the redemption of the three-per-ceiit bonds 
would disappear, while at the same time the claims of the 
sinking-fund would be satisfied. But the practical question 
ie ; How may this appropriation of $50,000,000 a year be ad- 
vantageously employed ! In reply to this question, our 
minds turn most naturally to the suggestion that Congress 
authorize the Secretary of the Treasury to purchase local and 
State bonds, in place of redeeming the bonds of the Federal 
government. These, for the moat part, bear a higher rate 
of interest than the bonds which would otherwise be re- 
deemed, and there is no reason why the pun^hases might not 
be perfectly safe if not pushed too far, Kor can it be said 
that such purchase would raise the price of local bonds ; for, 
in all probability, the money spent by the government in 
this manner would be just the raoney that would be spent by 
private individuals had the government chosen to redeem its 
own bonds. The only real objection to tliia proposal arises 
from the political relations that exist between the Federal 
gOTemmcnt on the one hand, and the States and minor civil 
divisions on the other. Ao we have seen, the States are sov- 
ereign in all matters of contract, and the difficulty of enfor> 
ing the bonds of cities and counties wonld be increased were 
the Federal government to become the creditor, 

We are not, however, restricted to a purchase of local 
debt, in the application of the moneys due the sinking-fund. 
It seems to be a foregone conclusion that, sooner or later, 
the telegraph property of this country will come under the 
administration of the Federal government, and there ie no 
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time so advantageous as the present for setting 
on foot. Without going into the intricate question of the 
true value of this property, the price which the g^overnment 
would liud it wise to pay is snffldently near the Binking^ 
fund appropriation for thi^e years to make the proposal 
worth the consideration of Congress. Bat wo must leave 
this OS a mere snggeation, for its discussion passes beyond the 
proper boundary of onr present study. i 

The conelusions of the present chapter are as followe: 
' " The policy of debt-payment is defensible, and for two 
reasons : A people can not afford to wait until the burden of 
their debt is reduced by a fall in the value of money ; nor 
does tlie payment of the principal of a debt retard itidustrial 
development, but, on the other hand, the maintenance of the 
principal, and the continuous payment of interest, does oh> 
struct industrial growth. 

The policy of debt-payment, however, should not be 
pushed 80 rapidly as to force tlie rate of business profit be- 
low the rate necessary to sustain industrial liopef ulness. The. 
charge that this has been done in the United States is not 
well founded. 

With regard to the methods of payment, it was found 
that the old sinking-fund theory was pernicious, because it 
made " inviolable appropriations," and that payment by 
means of terminable or life annuities wa^ but a modification 
of the sinking-fund theory, and mast for the most part ba 
condemned. The best method of payment is the one intro- 
duced by Mr. Gallatin, of making permanent appropriations 
to the service of the debt and leaving the administration 
large discretion in their application. 

Payment by purchase upon the market at market prii 
IB defensible when bonds are below par, but not wheal 
above par and so conditioned as to be payable, within 
reasonable time, at their nominal value. Under such ci 
cumstances it may be wise to divert the sinking-fund appro^J 
priatioQ either to the payment of interest before it ie due, or 
to the purchase of some other form of property than bonds. 
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CHAPTER I. 



OOUPABIBON OF LOCAL -wmi NATIONAL DEBTa. 



"Whatever principles for the management of a public 
debt Have been discovered in the foregoing study, are of a 
quite general character. They are, for the most part, appli- 
cable to all peoples and to all fonns of government ; for they 
are anch as arise from the necessary relations exieting be- 
tween tlie management of a public treasury and the aoeial, in- 
doBtrial, and political habits of peoples. The study that fol- 
lows is directed by a different purpose. Its most apparent 
design is to leam how far the general rules of finance may 
be applied by local officials in the performance of local da- 
ties ; but the deeper intent for which it is undertaken 
springs from a desire to understand the course of financier- 
ing in our States and municipalities. It is well known that 
the Federal government on the oue hand, and the munici- 
palities and private corporations on the other, have en- 
croached upon the original administrative functions of the 
States, 80 that at present they have little occasion to borrow 
money. We wish to inquire what causes are responsible for 
eo significant a result. In contrast with this the cities are 
^K observed to have appealed to public credit regardless of con- 
^P sequeDceA. The financial evils of municipal administration 
^B are bo familiar that they cease to be the occasion of surprise, 
^m and it ia important to leam whether sach evils are traceable 

^_ 
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to a diBTegard of financial principles, to some radical defect" 
in the organization of city government, or to the imperfect 
development of society itself. No words are req^nired to 
show the pertinency of such a study. 

The remainder of this essay will be shaped by the pni^ 
pose hero set forth ; but before entering upon the historicsl 
treatment of the eubject, it will be well to bring the tech- 
nical part of our tisk to a close. Ib it possible for local offi- 
cials, in admiuistration of local affairs, to adopt those mles 
for the management of a trcaaury applicable to the goidanca 
of national finances 'i An appropriate answer to this qne»- 
tion calla for two quite distinct lines of analysis. The first 
of these leads ns to notice the legal status of those civil dlvift- 
ions granted the power to create debt ; by the second, we are 
brought to consider the distribution of functions between the 
various grades of government, and the nature of the duties J 
thus imposed upon each. I 

Comparison of Local ami J'^ational Deiis on the Basis cf 
tfteir Legal Character. 
American constitutional law recognizes three distinct 
grades of government. The first of these is the National 
government, composed of tlie Federal Executive, the Na- 
tional Congress, and the Federal Judiciary. In the eecond 
grade are found the governments of the various States, im- 
posed with administrative duties complementary to those of 
the Federal government. These are separate and independ- 
ent centers of power, thirty-eight in number, each of which 
exeroiecs a carefully-defined jnrisdiction over a limited terri- 
torial domain. The third grade of government is compoeed 
of the various minor civil divisions. According to the census 
of 1880, there were then in round nnmbcrs 9,400 counties; 
811 cities and towns, with a population of 7,500 and upward; 
sbont 3,000 incorporated cities, villages, and other small 
I places with a population below 7,500 ; about 12,000 town- 
ships having a financial existence; and 106,000 Bchool-d 
trictB possessing power to contract a debt and levy a tax. 
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It may appear at first blush that the principles aoderly- 
ing public law must be very difficult to trace, because of the 
numerous centers o£ power they are called upon to recog- 
nize ; and this apparent complexity is increased when it is 
learned that no one of these several grades of government is 
regarded as the exclusive representative of eovereignty- 
The matter, however, is not so difficult as it seems, and may 
be easily nnderstood when one learns whence sovereignty 
comes, and what marks the limit of its exercise by any of 
the grades of government. 

The theory of our political system [says an eminent jnriBt] 
is that the ultimate sovereignty is in the people, from whom 
springs all le^timate autbonty, . . . The people of the Union 
created a national constitution, and conferred upon it powers 
of sovereignty over certain subjects, and the people of each 
State created a State government, to exercise the remaining 
powers of sovereignty, so far afi they were disposed to allow 
them to be exercised at all.^ 

From this it appears that the sovereignty which Ameri- 
can constitutional law recognizes is popular sovereignty, le- 
gally e3q)re8aed; and he who wonld understand how the 
various grades of government are related to each otter, ranst 
notice, not alone the limit of their territorial jurisdiction, 
but the specific duties that are assigned to each. The eum 
of all these duties, exercised by the various centers of power, 
makes up the totality of functions that may be legally en- 
tered upon by governmental agency. This is the characler- 
istic feature of American institutions. The limit of legal 
right to exercise sovereign powers is found in the special 
functions assigned to each grade of government. Should 
any of these various governments undertake duties outside 
those assigned them, they are acting illegally ; for, in so 
doing, they encroach either upon the jurisdiction of one of 
the other grades of government, or upon a domain of ac- , 
tivity which the people, by failure to ennmerate in any of ■ 
their grants of power, have thereby declared shall not be en- 1 



L 



' Cootsj'i " Coiutltutloiial UmttstkniB,'' p. SO. 
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tered upon by public authority. The harmony of American 
institations is, in consequence, found in the public law, which 
aaaigUB duties to those bodies which it creates, while at the 
Bame time it Hmita their activity to the performance of the J 
duties assigned. I 

It is a signiiicant fact that the balance in local indebted* 1 
ness conforms quite closely to the lines drawn by Americaa 
constitutional law. This is partially explained when we 
notice that the development of public law is something of 
a record of those manifold changes which make ap social 
development, and of which the employment of local credit 
is an expression, Eut it is more directly due to the inter- 
pretation placed by the courts upon the contracts entered 
into when a city or a State borrows money. The balssce 
of indebtedness within the last thirty years 1ms sbifted from 
the States to the minor civil divisions, and this can only he 
understood after learning the legal character of deb^pepe^ 
and the inducements which led to a resort to credit. 

The legal character of a Federal bond has been already 
described. It is a simple contract between a subject on the 
one hand and a sovereign on the other. If a subject lend 
money to his own government, he holds no remedy at law 
should payment be refused ; or, if the creditor of a default- 
ing State be the subject of a foreign power, he eshanste hia 
full legal right in petitioning his own government to make J 
his grievance the occasion of diplomatic correspondence. Nio'l 
government that enjoys the privileges of sovereignty can be » 
forced against its will to appear in court as a defendant. 
How does this matter stand with regard to the promises of the 
commonwealths that make up the Federal Union ? Are such 
contracts of a sovereign character i If we compare the duties 
assigned to the three grades of governments mentioned above, 
it will be found that the activity of the States holds in view ■ 
the same general purposes as that of the minor civil diyinODa.'] 
Indeed, public law assumes that counties and cities perform j 
gratuitonsly what otherwise must liavo been done at State e 
pense. The dnties of the Federal government, on the otbei 
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band, call into frequent exercise the power of national bov- 
ereignfj'. On tliia account it might be reasonably ex- 
pected tliat a State contract wonld bo similar to that of a 
city or a county, rather than conform in legal character to 
that of a Federal bond. This is not, however, the case. 
Another theory of constitutional interpretation has given i 
a distinctively sovereign character to the obligations of \ 
States. ' 

It will be remembered that the powers of the common> 
wealths, as well as those of the Federal government, came 
directly from the people, while those of the municipalitieB 
were derived indirectly through the local legislatures ; for 
■ this reason it has come about that a State bond and a Federal 
bond stand before the law as a contract of the same grade, 
while the bond of a city or of a county poBsesses altogether 
a different character. A State contract lies beyond the reach 
of the courts, and no power of mandamus can enforce the 
levy of a tax to insure its payment. 

It certainly seems a little anomalous that a grade of gov- 
ernment limited to the exercise of local functions, and never 
called upon to borrow money except for industrial purposes 
or for the pnrposo of local defense,' should be granted the 
protecting robe of complete sovereignty the moment it as- 
sames the role of a debtor. Among the least of the criticisms 
EQggested by this state of affairs is the fact that it shows in- 
consistency in our public law. Here Js an established gov- 
ernment, with no jurisdiction over questions of war and 
peace, yet permitted to take steps that, according to univer- 
sally accepted rules of international law, may lead directly 
to foreign complications. The duty of protecting all citizens 
of the United States from foreign interference is aB8igne4 to 
the Federal government, but with this duty there is con- 
ferred no power of restraining the States from entering into 
financial engagements with foreign peoples that may give 

' Et«ii in the cue of local defence or a local ituurrcclioii, the gorernor ot a 
^L Bute nui7 call upon tbe PreaiileDt of the Coited Stales for aisUlonce. Tbere is 
^B no oocuiott for local war-dcbta. 
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rise to controversy, or of t^ing steps by which dispntSB 
may be eettled. 

But this pecTiliaritj of public law may be presented in b 
more serious light. The sovereignty wliich States take apon 
themselves when they become debtors is believed to be the 
source of administrative weakness ; and, if the history of the 
entire subject as it nnfolds before us shows this to be tme, 
whoever regards it as desirable that the integrity of the 
commonwealths should be maintained must be willing to 
give np the shadow of sovereignty for the substance of 
power. This question of the legal character of debt-paper, 
appropriate to the use of governments of the intermediate 
grade, is one that may well be held in mind throughout the 
remainder of tliis study; for it is closely allied to the ques- 
tion placing reatrictiona upon the inferior governments in 
the use of their credit.' ■ 

Let us then inquire what thought has been beetowed t^ 
ptiblicista and jurists upon the legal character of State bondo, 
So far ae this appears in the records of judicial controversy, 
the qneation involved has been altogether one of legal pro- 
cedure. The only question thns far presented to the court 
is the following : Can a State be made to appear as defend- 
ant in a suit brought by a private citizen } There are three 
possible conditions !o connection with which this questioiL 
might arise. Thus, the plaintifE might be a citizen of the 
State refusing to meet the conditions of its obligations, be 
might be a citizen of another State, or he might be the sub- 
ject of a foreign power. It is not, however, necessary to 
tinguieh between these three classes of possible cases, for ii 
relief were granted to one set of creditors it would probably 
be granted to all. 

It is further worthy of notice that this immunity against 
suit now enjoyed by the States waa not granted them hj 
the Constitution as originally adopted. The language of tfai " ' 
instrument, in defining the jurisdiction of the Federal cotu^^ 
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is, that the power of the court ehonld extend " to all contro- 
versies between two or more States [or] between a State and 
citizena of another State." There can be no doubt as to the 
literal interpretation of this language. It most certainly 
grants a citizen the right to Eummon a State as defendant 
before the bar of the Federal court. There are, however, the 
strongest reason for believing that the OonstitaUon would 
never have been adopted liad it been recognized, at the time 
tlie discuasions respecting It were going on, that this inter- 
pretation would be accepted by the courts.' 

It was not long, however, before the Federal conrt was 
called upon to interpret this clause of the Constitution. In 
1792 a citizen of South Carolina brought suit against the 
State of Georgia for the recovery of a debt.* The nature of 
this obligation is of no importance ; the <]ue8tioD forced into 
prominence by the Attorney-General, Mr. lUndolph, and de- 
cided by the conrt was as follows: "Can the State of 
Georgia, being one of the United States of America, be 
made a party defendant in any case, in the Supreme Court 
of the United States, at the suit of a private citizen} To 
this the court, with one dissenting voice, answered in the 
afGnnative. The simple reading of the document, independ- 
ently of any intention on the part of the people, was ac- 
cepted as final with the court." Immediately upon this 
decisiou, other suits were instituted of the same character. 
These aroused the attention of the States, and they made 
quick demand for some change in the organic law of the 
country, which should secure them against being called to 
appear as defendant at the suit of a private person, except 
in such cases as were provided for by their own laws. For 
example, judgment was rendered in a suit brought against 



' Wc can not enter upon n rliicnRBinD of lhl9 poinl, b<it the reasons for tbe 
opinion pipreared ma]' be tu^^^tcd b; the following rfttnnees ; 

ElUot's " DebatM," toI. ili, pp. 532, MS, HEE ; rrom wMcb one mai learn tlie 
Tfew taken in the Tirg^nla coarentiaiL Compare also Ilamlltaii'i Tieira m u- 

LiMnl in the " federalist," No, liixi. 
■ Cbisholm e. Ooor^B, 2 Dallaa, 419. 
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Masaachnsetts, and a process Bended on Jolm Hancock, lier 
governor. Beeolutione were immediately passed hj the 
general conrt of that commonwealth, which instructed her 
Benatora and representatives — 

To adopt the most apeedr and effectaal measures in their 
power to obtain eucb amendments in the Constitntion of tbo 
United States as will remove any clause or articles of the said 
Constitution which can be conBtmcd to imply or justify a de- 
cision that a State ia compelled to answer in any suit by an in- 
dividual or individuals in any courts of the United States.' 

Other States took active meaBurcs looking toward the 
same end. 

As a result of this agitation, the eleventh amendment' 
■was adopted, which has sectired the States in their sovereign 
character as public debtors. This amendment declares that : 

ISb Judici<d potcer of the TTnited States shall not he eon- 
atrued to extend to any suit in law or equity, commenced or 
prosecuted against one of the Vhited States by citizens of 
another State, or by citizens or euigects of (tny foreign state. 

The principle involved in this amendment, which it most 
be confessed has destroyed the harmony and completeneas 
that at first existed in American public law, has controlled all 
Bubsei^uent decisions. There has, so far as I am aware, bees 
but one attempt to break its force. A few years ago certain 
acts were passed by the legislatures of the States of New 
Hampshire and New York for the purpose of protecting 
their citizens who might be holders of repudiated bonds of 
other States. The form of procedure institnted by these 
laws was altogether simple. It will be noticed that the amend- 

1 "Cuiled States Reports," vol. criil, p. 68. 

' It h&a been nlatei) that this UDendmeDt inis not pused tn dcfonae of dw 
MTereigat; of tbo States, but merelj »» a builncBS procedure. Thtis, then 
were muij claiisB, unjuit in theTnaeWcs, but nbieb according to law night b« 
successIuU; pleaded, aud it was tbougbt beat to penuil these claims U> be ui^«d 
before a bodj that coold judge of their equity as ^nW as their validity. This ii 
the liew ot the mutter taken by the court itself, as ma; he seen [rora a 
diion. CI Cohens v. Tii^inla, Wbeaton, 40e. 
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mcQt did not take from the Federal court the riglit of original 
jurisdiction over cases that might ariae between States. Theee 
lawB, therefore, permitted individnals, citizens of either State, 
to assign an unsatisfied obhgation to their respective States, 
in which case the State was to bring Buit for recoreiy in its 
own name.' 

It requires no very exhanstive study of constitutional law 
to discern the puerile character of this attempt to evade the 
plain intention of the eleveuth amendment. When these 



I 



' The foUoving U the tc« ol the New York law : 
AN ACT lo protect the rights of ciiixco> of this State oiniing and holcUag 
cltimg against other States, passed Haj la, 1380. 

7%t PfopU of the Stait of Xeit York, repraenltJ in Sinuife and AftemNf, da 
mtaei ai/oUom ; 

BiotiOM 1. Anj dtiira vt thin Suie, being the owner and holder of any 
Tftlid dalm agiUiMt any of the Uoited States of America, arieing upon a written 
obligation to pa; rooney, made, eieoiited, and deliTsred by Bocb Etste, which 
obUgtUoQ eball be past due and unpaid, may assign tha same to the State of 
Hew Tork, and deliver the assignment thereof to the Attorney-General of the 
StalA. Such assignment shall bo !n writing, and shall be duly aeknowlcdgcd 
before an officer authorized lo tako the acknowledgment of deeds, and the ccr< 
tifleatt of EOch acknuwledgmeat shall be duly iodorted upon sueh aaiignmcnt 
before Che dDlWery thereof. Every surh asElgnment shall contain a guarantee 
on the pari of the assignor, to be approved by the Attorney General, of the ei- 
petue* of the colleetion of such claim, and it shall be the duly of the Attorney- 
Oeveml, on recetving such aasignineat, to reqidre, on behalf of such asdgnor, 
ndi secority for said guarantee as be shall dccn adeqoate. 

Sm !. Upon the eiecniion and delivery of such aaaignmcnt In tho manner 
proTided for in Section 1 of this act, and furnishing tho security u in said aeo- 
tion prorlded, and the delivery of rnch claim to him, the Attomey.Gencrol shall 
bt{ng and prosocule EUch action or proceeding. In the name of the State of Now 
Tork, (B shall be necessary for the recovery of the money due on such olalni, 
and the said Attomey-Ocneral shall pro?ecnto auch action or proceeding lo final 
Judgment, and shall take auch proceedings nflcr judgment aa in«y be occcBsaiy 
lo efTectuale the same. 

Seo, S. The AtMmey.Ocneml shall fon£wilb deliver to the Treasnrer of 
the 3Me, tor the use of said assignor, all moneys ooUected apon sncb claim, Erst 
deducUng therefrom all expenses incurred by bim In the collection thereof, and 
H^d usignor or his legal representn lives shall be paid said money by said treaa- 
nrer upon prodacing tho check or draft therefor of the Attomey-Genarol lo hi* 
or their order and proof of his or their identity. 

Sk. i. This act shall take clfect immedijMly. 
SO 
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enactments came before the Snpreme Court, they were, witlh 
ont mndi ceremony, set aside as DnconBtitQtional.' The case 
of the plaintiff rested upon two arguments : the one, already 
recited, that the euit was in reality a suit between States, per- 
mitted and consequently provided for hy the Constitotion; 
the other, that a State was the Bovereign tmatoe for its people^ 
and on this account was clothed with the right and faculty of 
making imperative demands upon independent States for the 
payment of debts due its citizens. 

In answer to the first claim, the court decided that the 
Statea, as parties prosecuting to the suits, were "nothing less 
ihan collecting agents of the owners of the bonds and con- 
pons," and in conaequence refused to admit the suits. la 
answer to the second claim, the court pointed out the eeseo- 
tial difference between the sovereignty of a State Tested 
with the power to declare war and determine peace, and that 
of a State from which that power has been taken. The 
claims were therefore not allowed. 

This decision seeme to set aside all hope for legal remedy 

80 long as the general principle of the eleventh amendment 

controls the judgments of the court. And, indeed, should the 

difficulty imposed by this part of the organic law be itmoved, 

it might yet remain a question how judgments favorable to 

I a plaintiff conld be enforced against the wish of a State 

j legislature. The only method of procedure known to the 

i court is by a writ of mandamus, but this sovereign writ ex- 

I tends no further than to the enforcement of ministerial funo- 

I tions established by some definite law. It is not too much 

I to say that, without a complete mollification of the relation 

j existing between the States and the Federal government, the 

holder of a State bond relies wholly upon the faith of the 

j local legislature for secority in his property. 

It ia interesting to inquire if other than legal methods 
have ever been suggested for the enforcement of debts of 



t.Louisiann, nail Sew York v. Louiaisna. " Uiuted 



COMPARISON OF LOCAL WITH KATIOKAL DEBTS. 



295 



I 



this sort. There have been some Bnggeations looking in this 
direction, but it is difficult to say if they were presented in 
good faitb. Thu8, the proposal has appeared in print that 
States refiiBing to satisfy just demands should be deprived 
of tbtir representation in Congress. It is ebaritable to regard 
this as a sarcasm upon the present condition of public law, 
lor certainly if the individual States are denied the right of 
secession, the Federal government con not properly exercise 
the right of ejection. A more interesting proposal of tlie 
same sort is traceable to the pen of John Quipcy Adams. 
Being a member of the committee of the House of liepre- 
sentatives, in lSi3, to which was referred a plan for the re- 
sumption of the easting State debts, he moved, upon March 
2d of that year, the following extraordinary resolutions, as sub- 
stitutes for those presented by the committee : 

1. Resolved, That the repudiation by any State of this Union 
of any debt to foreigners, contracted by authority of the Legis- 
lature of said State, ia a violation of the Constitution of the 
United States, in the first paragraph of the tenth Hection of the 
first article, which provides that no State shall pass any law 
impairing the obligation of contracts. 

2. Hesolved, That if any State of this Union, by or in con- 
sequence of SQch repudiation, involve herself in war vnlh any 
foreign power, the Congress of the United States baa no power 
to involve them, or any other of the States of this Union, or the 
people thereof, in such war. 

3. Resolved, That, in the event of snch a war, the State in- 
volving herself therein will ccaae thereby to be a State of this 
Union, and will have no right or claim to aid in her defense 
from the United States, or any one of them.' 

It is probable that Mr. Adams intended no more by these 
resolntions than to bring squarely before Congress the anom- 
alous condition of American law. He knew they would 
not be acted upon, for they were moved as a minority snbsti- 
tnte for the report of a committee that, had it been nnani- 
mousin its recommendations, could have secured no following 
in the House. Nothing but a willing surrender by the States 

' Johnson's Report upnn the " Itrltef o( th« States," p. BBS, Being Beport 
Ko. sea, 27ih Congresi, Sd mbbIod, Hovh of ItepnseiitatlTM. 
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of their eovereign character as borrowere of money can give 
their creditors a legal guarantee for capital loaned, "Wliether 
or not it would be wise to urge ench a measure upon the 
people is a pertinent question in the present etate of afEaira, 
but a question for which an intimate knowledge of the history 
of local debts can alone famieh an auGwer. We may then 
pass, for the time, farther eonBideration of the States as cen- 
ters of indebtedoess, to inquire how municipal corporations 
Btand before the law when creating pecuniary obligations 

I against themselves. 

f The Tarioufl governments of the third grade, Icoowd under 
the generic name of municipal corporations, are the creatures 
of the States, and wholly under their control. They are 
created by general law or by special charter, and find in 
Buch law or charter the limit of both their duties and their 
privileges. According to the accepted theory of law, a ma- 
sicipaltty performs nothing for itself, but in earing for local 
affairs It performs a gratuitous service for the State. This 
theory gives color to all the contr^icts of inferior govemmenta. 
If a mtmicipal corporation be the creatnre of the State 
legislature and act as the agent of the State, the cliaraeter 
of sovereignty can not attach to its promises. It is ani- 
Tersally provided that minor civil divisions may be forced 
to appear as parties-defendant in civfl suits ; and from this it 
follow? that if a county or city bond be declared a valid obli- 
gation, its holder poesesees a clear remedy in case payment 
upon it is refused. This fact, that the bonds of ci\*il corpo- 
rations may bo made the basis of legal procedure, goes far in 
explaining the ease with which cities can procure money on 
credit. It is only necessary to know that the corporation 
within its legal anthority in issuing obligations, and its bon( 

, may be regarded as a safe investment. 

It is not intended to leave the imprcBBion that public law 
relative to municipal bonds is altogether clear and simple ; 
the learned treatises upon this Bobject, and the multitude of 
oases that have come before the courts, declare how erroneous 
would be such an impression. Indeed, it is not possible to 
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proceed much further Uian the general etatements preeented 
above, qdIisss one is willing to confiae his atteotion to Bome 
particular locality. The courts of Massachusetts, for exam- 
ple, as also those of the New England States in general, 
follow a mle for collecting a judgment against a municipal 
corporation quite peculiar to themselves. It is the general 
practice in these States that " judgments against a ^asi cor- 
poration inay be Kitisfied out of the property of any individ- 
ual inhabitant." That is to say, the legal rule of partnerehip 
seems to be applied to the citizens of a municipality. The 
individual whose private property is attached to satisfy a 
pubhc cLiim would, of course, have just action against other 
citizens if the corporation refused to reimburse him for the 
payment ; and the conse(|uence is that tho corporate authori- 
ties frill certainly provide for meeting such claims as can be 
Boslained in the courts. Outside of Kew England it is not 
permitted to issue writs against the inhabitants of towns as 
parties to a city contract, nor would it he feasible to introduce 
this method of procedure in other States. " This practice," 
Bays Judge J, G. Brainard, "with regard to towns, has pre- 
vailed in New England from an early period— from its first 
settlement — a practice brought by our forefathers from Eng- 
land, which bad there obtained in corporations similar to the 
towns incorporate in New England," ' 

It is quite possible, also, that this proprietary view of 
the relation existing between the inhabitants of a town 
was strengthened by the character of the old colonial gov- 
ernments and political practices. The perfect equality 
among all members of t!ie civil corporations, the democratic 
organization of the churches, and, above all, the practices of 
the town meetings, must have led naturally to this sense of 
personal responsibility for all public acts. But in the South- 
em States, whose history and habits of thonght have been 
quite different ; or in the West cm States, where governments 
were provided for even before settlers made their appearance, 

< a Ciuii. S23, dted b; Coole; io " Coastitutiontl LImltUioia," p. 101. 
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j it would be imposBible to recognize the responsibility of ii 
Tidnals for obligations incurred by the civil authorities. 

It is eoiuetimee urged, in favor of an exteosion of t! 
New England method of procedure, that a municipal corp> 
ration has no common fund apart from tlie property of its 
citizen-members. This might be tenable if other means of 
enforcing public obligatiouB were not provided. This ia the 
view taken by Judge T. M, Cooley, He aaye : 

So far as this rule rests upon the reasoa that these organl- 
zatious hare do common fund, and that no other mode exists 
by which demands against them can be enforced, it can not be 
considered applicable to those States where express proviaiun ii 
made by law for compulsory taxation to satisfy any judgment re- 
covered against the corporate body — the duty of levying the lai 
being imposed upon some officer who may be compelledby man- 
damus to perform it. Nor has any usage, so far as we are aTare, 
grown up m any of the newer States, like that which had so ear- 
ly an origin in New England. More just, convenient, and inex- 
pensive modes of enforcing their demand have been established 
by statute, and the rules concerning them are conformed more 
olosely to those which are established for other corporations-' 

An examination of the provisioDs for recovering judg- 
ments against civil corporations established by other than the 
New England States, ehows that payment can not be avoided 
except throngh the acquiescenco of the State legislature, or 
by its direct assistance. The principle according to which 
compulsory taxation is defended is altogether tenable, resting 
OB it does upon the ground " that when a political corporation 
has contracted a debt, or incurred an obligation, it has already 
taken the initiatory step in taxation, and has, in effect, giveD 
its consent that the subsequent steps, so far as they may bo 
essential to the discharge of 8nch debt or obligation, may be 
taken," But the spirit of strict fidelity to obligations incnrred 
is seldom stronger in the legislatures than in the localities 
themselves, and it sometimes happens that municipal antbor- 
ities find their delinqnoneiea encouraged rather than their 
duties enforced. Still the matter does not rest wholly with 
the legislatures. If the courts remain untainted by the spirit — 
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of repudiation, thoy^ean usually discover some legal method 
of enforcing valid obligations ; or, if this be impossible, the 
l>enalty wbieh tbey are able to exact for repudiation is so 
severe tliat most corporations prefer the payment of tho 
iieceasary taxes.' It seems, then, that the general truth re- 
specting the bonds of minor civil divisions ia that, if issued 
conformably to legal requirements, they may be made to serve 
as the basis of successful suit at law ; and in this respect they 
differ from the bonds of the Federal government or from 
those of the several States, As already suggested, this fact 
must be held in view in endeavuting to explain the balance 
of local indebtedness, 

t'ompariaon of Local and National I>ehl8 on the Basis of 
Fuiietmixa Assigned. 
The rale according to which public functions are allotted 
to the various centers of power in tho United States is quite 

' Them are tbree lacllioils b; vlitcli pulitlcnl corporaliona bate codciLTDrcd 
10 elude the pavmeDt of rstiJ claims. 

1. Tboy b«TB Moured iba coMtmcnt ot Stale laws limiting tlic mte o[ lua- 
Uod; providing tlien tor current eipenditurc so as to eiliauBt tlie proceeds of 
tu«i permitted by Inw, thoj bave urged Ibeir inability to meet outaianding 
clidms, Tho courta. howerBr, hsvo quite generally held tbat such rcBtrirtiona 
could not bo construi^l tA Applying to bonds ianiied before the enncUuent of tbe 
law ; irbile for bonda isancd Bulisequeni to it* cnacimBnt, obd condiUoD of tbeir 
legality ii tliat they »hall not cause lucb an addition to tbe tax lery tor currest 
ftnd neoeuary eipemUlare as to bring the total levy abore tlie legal limit. Tills 
metliod, therefore, of eiadiog Tnlid claims, seems to be inadequate to the de- 
mands mode upon It 

3. Ciijos have sometimes secured from the tegialatiire a revocation of their 
charter. Tho Hempliis case is tiie [mportanC caae bearing upon this point. In 
tliis iitftonce judgment was secured against tbu rcprcsentaUvcs of the defunct 
corporalioD ; but as nothing in tlio nature of assets existed, it nas impossible for 
Ihe receiTer to aatitfy the judgment. Thus it appears tbat by abolishing self- 
goremtnent the citizens of nmanidpality may avoid their &Dandal responeibi titles. 

8. The third method of eradiog payment cooaists in the repeated teaigoa. 
tion of public ofBeers. But although this may be kept np tor a namlwr of 
yean, it has never, eo far as I am avare, succeeded in ciiinguisliiiig a rsUd 
claim against a mmdcipality. It is posaiblo for toims u> become bankrupt, so 
tbat creditors find it for their interest to reduce their claims \ but it ivould tw 
•a extraordinary procedure for a court to order such a reduction. 
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simple for one who understands the political pbiloaophy of 
democratic govenimenta. The safety of democratic institu- 
tions lies in the realization of local self-government, and the 
principle that controls in matters of organization is tlmt the 
administration of all powers should lie as closely aa possible 
to those interested in their exercise. This theory of allot- 
ment would grant to the Federal government all datiee 
teaching ptirely national and sovereign questionB ; it would 
press upon the local centers of administration snch functions 
as are of peculiar local interest ; while tho States, standing 
between the two, would gather up into themselves all the re- 
maining powers that the people have chosen to place out of 
their own immediate control, J 

From this it eeems natural to expect that local financier-' I 
ing should differ from that of the Federal government chiefly i 
in the variety of purposes for which money is borrowed, and 
a glance at the history of local administration shows this ex- 
pectation to have been met. The commonwealths have fre- 
quently borrowed money for purposes regarded as lying ont- 
aide the appropriate duties of Congress, and, when we come 
to consider the course of municipal financiering since 1860, 
it will be seen that the activity of the minor civil divisionB 
has also greatly extended, 

The first occasion upon which the States employed their 
credit as a source of revenue brin^ to view the fioaneuitJ 
operations of the Revolutionary War. There was, at thlsJ 
time, much confusion, both of thought and of action, and th©l 
line of distinction between the local duties of the States and 
the comprehensive duties of tho central government had not 
yet been drawn. The States had not yet surrendered any 
part of their sovereignty, and in consequence the adminis- 
tration of their treasury departments was largely shaped by 
national ideai^. It is for this reason that the first period of 
local indebtedness records nothing of interest to the present 
comparison. The States did not again come forward as bor- 
rowers of money until aboat 1830. The development of tlw 
railroad system, which has since revolutionized all industrial 
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mothods, had at tliia time just begun, and it was not then be- 
lieved that private enterprise was ade(|iiate to tlie extensive de- 
mands of the public for highways of inland commerce. The 
wildest expectations were entertained respecting the efficacy 
of public improvements, and, under the preesure of epecuJative 
excitement thus engendered, the States were forced to under- 
take business enterprises npon the basis of borrowed money. 
Tliifl period of exi;itement will receive detailed attention 
in the following chapter ; for the present is it adc<][uate to 
notice that public banking and public improvemcnte left 
upon the States a burden of debt from which many of them 
only escaped tbrongh financial disgrace. The amount of this 
debt in 1S43, as also its character and residence, is shown by 
the figures in the following table : 

Table ehovsing the amount of debt resting upon the States in 
1342, and the purpoBM for which it teas incurreii. 
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70.000 

e,i4s,ei4 

1,116,907 

M8,039 

3,203.680 

i,m,666' 

' 'iVi',666 

"iVi',oi>6 

433.000 
100,000 


tl,7Bl,a81 
5.4M,187 




PamijWKiU 

B^lind 


8e,888,0« 
18,314, 7SI 
8,W4,S07 
8,891,384 
1,809,750 
15,400,000' 
S8,B80,600 
7,000,000 


Soiitb CarolinA 




SSSS!!;::::.::: 




8,086,000 
3,IBS,I88 






oto.T;::::::;:::; 


10,934.133 
12,781,000 
13,847,298 

4,080,000 
1,818.080 
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WtMori 

TnTttOTT of Florida... 
Diitrtoot Columbia.. 



■ Of this unount, }B, 000,000 &re liabilities, tbo re munderdirect indcbtedlicu. 
' Of thia Btnount, 12,000,000 was loungd to a planter*' usodation. 
* No public works aulhoriicd, but dividends on bimk bMcU were assigned to 
btenuJ tmproretuuDla anil education. 



LOCAL DEncrr fln'akcieriso. 



From the facta which this table displays, it appears thi 
the cotton- and tobacco-growing States espreseed a decided 
preference for public banking, while the grain- and metal- 
bearing States favored the building of canals and railroads. 
One may not, however, on this account, conclude that pnblic 
Bcottttient in the North respecting banking questions was 
more highly educated than in the Soutli, for the fact is that 
during this period the people of the North were provided 
with all the paper money they could desire. The Southern 
States did not eo strongly feel the need of railroads and ca- 
nals, for the nature of their produce, and the character of 
their industrial society, did not suggest the necessity of rapid 
inland communication. They regarded it as much more de- 
Krable to furnish the planter with " capital " for the adoptioD 
of better methods in the culture of cotton, and to tin's end 
tiey established banks, or guaranteed the payment of notes 
issued by private associations. On the other hand, the great 
majority of the Northern States seem to have been com- 
pletely mastered by the enthusiasm for public improvements. 
New York led the way by building the Erie Canal, and Penn- 
sylvania and Maryland quickly, followed, in order to protect 
their local interests. The lake States, also, desiring to avul 
themselves of the benefits arising from direct communicatloa 
with the Atlantic seaboard, and to open all parts of tiisa 
territory to rapid settlement, adopted a similar policy. 
Other States, as, for example, Kentucky and Tenneseee, 
having no need for either cotton-banks or canals, but being 
influenced by the general enthuBiasm for public improve- 
ments, set about building turnpikes and toll-roads. 

It appears, then, that the debts contracted by tlio States 
between 1830 and 1850 differ somewhat from those consid- 
ered in the former part of this essay. Not only were the 
bonds issued fur a different purpose, but it was supposed that 
they would rest for their extinction upon a different fund; 
and from this it must follow that the rules appropriate to 
the management of the Federal Treasury do not apply in B 
strictness to local financiering. 
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Since 1850, the liUtory of the treasury operations of the 
States presents little of importance to the student of finance. 
The amoimt of their indebtednefis, leee sinking-fond ac- 
camuIationB, was, in 1S80, as follows : 

Euteni StBlcB. t30,207,'lS3 

Uiddle Sutei. 87,B7B,1I0 

Southern Stales 123,808,936 

WesWra SlstcB 87,B7l,8S6 

PiclHo Swles' 179.178 

Taking into consideration what we know of the relative 
wealth of the sections here represented, it appears that the 
only considerable sum of debt lies upon the Southern States, 
nor is this so large but that the entire amount might be 
wiped out by a moderate taxing-policy vigoroosly applied, 
This debt was created for the most part during a period of 
bad government. 

The general fact with regard to the States seems to be 7 
that, at the preeent time, they possess no financial standing, s 
They never appear upon the market as borrowers of large 1 
amounts of capital, for their administrative activity has beenj 
so restricted as to render this nnneceseary./ Duties which 
they once performed have passed either to the Federal gov- 
ernment, as in the case of banking, or to private corporations, 
as in the case of railroads. The qnestions of organization 
and administration suggested by this state of affairs are cer- 
tainly of importance, and all that follows bearing upon the 
history of local indebtedness may be regarded as leading to 
their solution. 

If now our attention be tnmed to the cities and minor 
civil divisions, the same necessity for special and detailed 
itady will present itself. The purposes for which municipali- 
ties have employed their public credit are peculiar to the 
position which they hold in the general structure of govern- 
ment, and the rules by whicli their treasuries should be 
managed are shaped by the peculiar duties imposed. The 
totals of local indebtedness for certain significant years are 

■ Porter's " SpwUI Beport on Public Debts," p. D£9. 
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given in the table bolow. The States, which began to at- 
Bnme obligationB in 1830, fonnd themselves most he&vily 
burdened, wealth and popiilutioa being taJ^en into the ac- 
count, in 1S43 ; bat at this date the cities were comparatiTdy 
free from debt, while the minor civil divisiona had not yet 
made euch use of their public credit as to attract general at- 
tention. For the year ISSO, the amounts preeented in the 
tables are net indebtedness ; for the previons dates no eucli 
careftil estimate has been made to secnre aecnracy of state- 
ment. It is fnrther necessary to notice that for the yean 
1870 and 18S0 the debt of townships and school-districts vt 
included under the heading of city obligations. 

Sbble ahowing the reiative growth of State and 
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S7,KM),0O0 


t3BS,S00,«H1O 
HiS,aiiU,(H»0 
I87,S00,CW 


|aM.480,0(» 






128.870,000 







The important feature of this table is the change in the 
balance of indebtodoesa which its figures portray. "WTiile 
the States have in largo measure retired from the market ae 
borrowers of money, the municipalities have increased the 
frequency and extent of their demands. It is true that the 
totsJ per capita debt of both together was not as large in 
1880 as in 1870, being $23 in the earlier period, and $21 ia j 
the latter, bat the proportion of this sum for which tiiAfl 
cities ore responsible ia greatly increased. fk 

But for what purposes did tlie municipal corporations in- 
cor their obligations \ For an answer to this inquiry we are 
obliged to rely upon data furnished by tlie Census Keport of 
1880. The facts desired are not there given, but it ia poad- 
ble to airivo at substantially accurate results by means of a 
simple calculation from the figures furuished. The fignrea, 

> Porter'i "Bpeobl Beport on Fublio Debts," p. ST. 
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upon vbich tliis calculation proceeds, ae well as the results 
derived, are presented in the foUowiDg table : 

Tbik shoviing amount of bonded debt in 18S0, for States, 
cities, and minor cioU divitione, and pvrpote* for which 
bonds were issued.' 
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11,117.831,871 


(882,096,480 
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There are many eignifleant items in the foregoing tahle. 
For example, the assistance granted to railroads suggests a 
tine of study that demands a comprehensive investigation of 
the entire subject of internal improvements in the United 
States. Another point of interest is the excessive use made 
by muDicipalities of floating obligations. Cities have no 
bnsinesB to create floating debts, and yet over ^150,000,000 
of their obligations are traceable to this source.' Or, revert- 
ing again to the question of the balance of indebtedness, the 

■ Hub table ia oompiled from Fortcr'a " Special Reporl npoa Public Debts " ; 
*ai on this account lu figures are sllgbii; different from those foond In the 
eerenth volume of the Tentli Censua. 

' Thia iooladea (23,000,000 of debt jet aSoaU 
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foregoing table shows tliat the employment of credit by the 
larger citiee ia greatly in excess of its use by the minor civil 
divisions. There are in the United States some three hon- 
dred firstclass citiee, containing about one-fonrth of the 
total population of the country; but their indebtedness is 
$682,000,000 6a against $169,000,000 borne by the other 
municipal corporations. These are indeed startling figures 
and, when nnderetood, disclose certain dangerous tendendefl 
in the development of local administration ; but since it 
the purpose of the remainder of this treatise to interpret 
facts thus disclosed, we need not dwell longer npon them 
the present time. 

Comparison of the Sulea of Local and Naiional De 
Financiering. 

It remains to inquire how far the general principles of 
national financiering may be followed in the administration 
of local affairs. It is quite clear that these principles must 
be subject to some modification, for rules of deficit financier 
ing spring in large measure from the conditions under which 
debts are contracted, and these conditions are shajied by the 
purposes for which appeal is had to credit. From a survey 
of the itetns mentioned in the foregoing table, it seems that 
the debts resting upon the cities and minor civil divisions are 
capable of a three-fold classifiGatiun, In the first class are 
included those debts incurred for the purpose of rendering a 
direct .though a general service to the public. The building 
of highways ; the maintenance of a fire department ; the 
construction of sewerage, and the like, are examples of such 
services. The second cla^s includes those debts incurred for 
the purpose of rendering a direct service to the public, but of 
apMticular rather than a general character. This division 
comprises such services as the supply of water, or 
heat, to the citizens of a municipal corporation. The pi 
chase of cemetery-grounds for resale to individuals wonl 
also be included in this class. The thii-d kind of local 
debtedness arises when the governing body employs its pol 
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lie credit for granting aesistance to private corporations, be- 
lieving thereby to serve the public indirectly through the 
industries established. 

All of these classes of debts have certain characteristics 
in common which distingnish them from debts contracted 
for national pnrposes, Ono important point of contrast per- 
tains to the nature of the demands for which money is bor- 
rowed. "When the Federal government appears upon the 
market, the demand for increased revenue is nsually sudden 
and extensive, and of such a sort that no safe estimate can be 
made of the amount needed. This is not true in the case 
of the minor civil divisions. Local financiering is entered 
upon with foresight, and not under the stress of any emer- 
gency. It follows from this that common business maxims 
may be more closely observed, and general political and in- 
dustrial considerations less strenuously regarded, A local 
council partakes more nearly of the character of the govern- 
ing board of a corporation than is the case with the Cabinet 
of the Federal government. For similar reiieons, also, tlie de- 
fense of local debts is different from that of national debts. 
A city or a town can not possibly urge the plea of impera- 
tive necessity. It is true that some great disaster, as fire or 
flood, may incline the local authorities to render immediate 
Bfisistance to those citizens who are subjects of misfortune ; 
but this desire can not be re0ected in the record of indebted- 
nesa, since bonds issued for such purposes would be held in- 
valid by the courts. The only defense of local borrowing 
rests upon the common-sense principle of payment by install- 
ments. A revenue law that makes sudden and rapid changes 
in the rates of taxation is the occasion of unnecessary in- 
convenience and vexation, and, notwithstanding the rise of 
extraordinary demands, the evils attending such arbitrary 
changes may be easily avoided by a resort to credit. If, for 
example, a court-house or a city-hall is to be erected, it is of 
common advantage that the people who are called upon to 
foot the bills should be permitted to distribute their con- 
tributions over several years. 
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A farther dietinction is enggested wlien it ia noticed t 
the Dational financier is forbidden to calculate npon any h 
come that may arise from the manner in which the proceedlH 
of a loan may be espendedJaDd that he is in conseqnenca 
obliged to rely upon taxes for the support of the debt.' But 
in contrast with this, it frequently occurs that local anthori> 
tiee undertake prodnctive industries and derive a steady in- 
come from tJie investment of moneys borrowed. Tbns, the 
proceeds of a loan are said to be spent for remuneratire 
pnrpoees when invested in Bucb a manner as to render direct 
personal service to citizens. The furnishing of gas, or of 
water, or of heat, are jllostrations of soch Bervicea. Id cases 
of this sort, the burden of debt is thrown upon the pablic 
industry which its proceeds establish, and its support and 
final payment are assumed to rest with those who are bene- 
fited by the service in jjroportion to the benefit received. 
For example, it is the common practice for water- works to be 
Bupported by water-rates ; and it conforms fully to the requiro- 
I ments of finance that these rates ehoald be eo adjusted u 
to pay for the plant independently of taxation, except so far 

' The query nmy arise if boada Issued for territorial puMhnscs do not fona 
an exception to thij etatt^mGiil. Why mK;r not luid-boiids be provided for am 
of (bo proceeds of tiie teXe of land f This miglit be possible aader some dN 
cmngtinccs. U Ibe land ncre alrcadj under cutiiTalion, or if the gorenunait 
Afaould purdmse It witb a liew of going into (be buainesB of foreetrj, ft ndigbt 
be desirable to paj the dtbt crcalcJ out of the proceods of the propcrtj ; but 
M<!ording(a the land policj adopted la Ibo United States, tbc flnanderis forbidden 
Huch calculations. Indeed, a loan for Ibe pnrposo of purchasing lai^tracta irf 
wild, oacultivatid land must primaril; rest upon taxes, becanAe such land eaa 
only be sold as tbey are graduallj absorbed bj adriuidng populaiion. Tha 
trensur; figures show this to hare been true in the case of the Louisiana pnicfaase. 
The total amouDt of sii-per-ocnt stock vMch it wm found necessary t« creato 
forpajment to France was $11,250,000 [Bayle/a "National Loans," p. ISO], 
This stock was issued in 1604. Payment upon it was begun In 1SI3, and, witb 
the exception of about g8,00D, the entire debt was expunged in 1831. If now k 
date u late BS IS20 be tnkea, It appears that the total gross rercnue from tal* 
of lands lying witbin tbo French cession wils but (2,286,230 [Jofaoaoo'* 
" Report on the Relief of (be States," p, S24]. There seems to have been nv 
different, then, *o far aa taxes are ooncenied, betwoeu this financial opec- J 
fttion and tbo borrowing of money for purposes of wu. 
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as the city ia itself a consumer. Such a inotLod of treaBiiry 
mauagetnent, wliicli leads to the asGigmneDt of specific funds 
to apecific services, ia not common in national fioaneiering. 
But in local affairs, the principle thus disclosed is one of 
wide application, and modifies in a marked degree the gen- 
eral mlos for the administration of local debts. 

Faasing, however, from such general distiDctions, one 
may easily observe certain technical differences in the ad- 
miuifitratioQ of a local and a national debt, arising from the 
varying conditions under which credit is employed. The 
most important of these pertain to the use of sinking-funds, 
tax-loane, and floating debts, as well as to those measures 
which make provision for the future conversion of public 
funds. Those rules peculiar to local financiering thus sug- 
gested are as followB. The administrator of local ffnancea is ) | 
permitted fo found a sinking-fund at the time of issuing m 
bonds, a permission, it will be remembered, contrary to Houn<r ' 
rules of national financiering. The same may be said of the 
employment of tas-loaos, although the reasons against the 
use of such obligations by a Federal financier are not so 
strong as in the case of sinking-funds. Temporary debts, on 
the other hand, are regarded as necessary for governments 
imposed with the duty of carrying through a war, or of. 
meeting sudden fiscal emergencies; but in local affairs there! 
is nothing which testifies so unmistakably to fiscal incapacitjt) 
as the existence of large floating debts. And, lastly, the 
thoaght of an ultimate conversion of the funds, which may 
properly infiuence the drawing of a Federal contract, can 
modify but slightly the form of municipal bonds. 

All these rules spring from the fact that the purposes for 
which local governments may properly contract debts do not 
demand obligations nmning for a long series of years. It 
is of even greater importance for the municipal than for 
the national administrators to remember that public credit is 
simply a means for anticipating clear rcveuue. The princi- 
H^ pies of perpetual indebtedness may properly give direction to 
^fe a Federal policy, because the extent of extraordinary Federal 
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demands is frequently nncortain, and the time of their t» 
cnrrence is altjngetlicr beyond the control of the govern- 
ment ; but in local concerns, the occasion for rcBort to public 
credit is wholly a matter of choice, and reliance may be had 
tipon catenlations of expenditure and npon estimates of iii' 
come. It is this fact that modifies the general roles of 
finance when credit is employed by the. oUicialB of minor 
civil divisioDEi. Let as consider this more closely. -^ 

The attachment of a sinking-fund, for example, to a loan' 
hill, when the proceeds of the loan are to be expended for 
war purposes, is useless, to say the least, because the extent 
of the demand can not, from the nature of the case, be known. 
Such a procedure involves the absurdity of borrowing money 
with which to pay an old debt, while yet under the neceeGity 
of employing credit to meet new expenditure. Eot in local 
afiaire, early provision for tiie payment of a debt is eridence 
of sound business principles. All the facts bearing npon the 
question are known to the authorities when they determine 
to borrow money, and there is consequently no reason why 
they should not make adequate provision for expunging a 
debt at the time it is created. This may be the more readily 
recognized if we call to mind the three conflicting interests 
which may be harmonized by the employment of local credit. 

The first of these is the engineering interest, whicli d&- 
mands that public works once begun should be carried on as 
rapidly as possible to their completion, and this can only be 
done by assured control over a large sum of money. The 
Becond is the financial interest, which regards it as eeaential 
that tax-rates shall not be subject to sudden fluotuatiDns. 
The third is what may be termed the general social interest, 
which stands opposed to the perpetuation of local debts. So 
far as the first two of these interests are concerned, tlie at- 
tachment of a sinking-fund clause to a debt-contract is of no 
particular importance; but since quick and certain payment 
IB demanded by considerations of general welfare, and since 
neither the engineer nor the tax^asscssor can object to an 
early provision for payment, such provision must be accepted 
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as an eseential requirement for the management of a local 
debt. The same line of argument might be used with regard 
to tax-IoaDB, a form of credit that can not be employed in 
any marked degree when tlie extent of extraordinary demands 
may not be estimated with safety. Indeed, there is no dif- 
ference in principle between a tax-loan and a loan with a 
sinking-fmid attachment. 

There is also an additional reason why a law authorizing 
the isane of local bonds should contain a provision for the ee- 
tabUshment of a sinking-fund. It will be remembered that 
cities and minor civil divisions are inferior and dependent 
govemmenta, and that their officers are subject to the juris- 
diction of the courts to the extent that laws which exist most 
be executed. If now a sinking-fnnd be created by the law 
that creates the debt, a public creditor has an assured and an 
easy method of securing payment upon valid obligations. 
It does not follow that the creditor would always enforce his 
right should the sinking-fund payments be passed, but the 
fact that it lies within his power to do so gives an additional 
value to the obligations, and consequently an additional ad- 1 
vantage to the municipality iu the placement of its bonds. ! 
This consideration does not apply to the Federal govern- 
ment, nor at the present time to the State governments, 
because they are both sovereign for debt pmTposcs, and the 
only security which it is possible for their bonds to offer is 
the good will of their legislative bodies. 

The general evils attending an excessive use of floating 
obligations have boon already pointed out, and it is only 
necessary to add, in this connection, tliat the altemativee 
which sometimes demand their employment by the national 
financier can never arise for local administrators. The only 
defense of a floating debt is the fact that an administration is 
surprised with sudden demands which can not wait the sale 
of ordinary obligations ; but such a surprise can not present 
itself to the local financier, who himself determines the occa' 
Bion and extent of fiscal demands. As has been firequently 
remarked, local financiers have nothing to do with emergen- 
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cies. Still, one can not coDcliide from this tliat citj i 
county warrante, certificates of indebtednesB, and sncb like 
temporary paper, should never be employed. Such instru- 
mentfi of credit may or may not uonetitute a floating debt, 
according as they are or are not assigned to some assored 
revenue. If a definite amount of clear income be appropri- 
ated to their payment, common warrants are properly clasBed 
AB tax-loane and nut as floating debts, and their convenience 
in treasury adminietration commends their use. That which 
IB hero condemned is that looseness, bo frequently to be ob- 
Bcrved in the management of city accounts, which leads to 
the settlement of claims by tiie iaane of warrants and OCTtifi- 
cates. The funding of such paper must come sooner or later, 
and the city that thus postpones the liquidation of its ac- 
counts is sure to become embarraseed. 

It follows, likewise, from the reasons already given, that 
the policy of local indebtedness need not be shaped with a 
view to ultimate conversion. Conversion of a pnblie debt 
means such a modification of the contract as to secure, before 
its final payment, more favorable terms than those originally 
entered into. In the case of national financiering this ia of 
great importance, because the conditions under which money 
is borrowed are commonly such that the government is 
obliged to accede to severe terms. A state of war, for ex- 
ample, is unfortunate for the borrowing of money, and with- 
out any change whatever in the industrial relations, the return 
of peace will give a government control over capital at 
cheaper rates than it was obliged to pay during the continu- 
ance of hostilities, Bnt this can not apply to local finan- 
ciering, for a local government is at liberty to select the most 
opportune times for the sale of its bonds, and consequently 
it need never suffer the expense of high rate* of interest to 
overcome the risk of inveetment. So far as the rate of in- 
[terest is dependent upon risk, a municipal council may cen- 
I Bure itself if that rate be not as low when a debt is created 
I aa after several years shall have elapsed. 

Again, in the administration of national affairs, it niaj ll 



COMPARISON OF LOCAL WITH NATIONAL DEBTS. 



313 



I 



necessary to contract a debt of such magnitude that it can 
not be expnoged liefore tlie nataral development of commer- 
cial relations shall have reduced the rate for which money 
may be secured ; and from this it follows that the thought of 
ultimate conversion should be always kept prominently in 
view. But this reasoning can not apply to local borrowing, 
for local debts Bhonld never cover periods so extended that 
industrial changes can materially modify the value of money 
while specific obligations continue to run. The purposes 
for which municipalities borrow do not require that their 
obligations should long remain in the hands of creditors. It 
may bo that those conditions justifying an appeal to credit 
will constantly recur in the course of local administration, so 
that the local government will not be fi-eed from debt for a 
long Beries of yeais; but it will be a debt constantly in 
course of expungement, and in this manner whatever advan- 
tage arises from a gradual fall in the rate of interest can be 
secured to municipalities. In local financiering, new bor- 
rowing secures money for new purposes, while existing taxes 
expunge old debts; in national financiering, conversion im- 
plies the employment of fresh credit in order to pay ofE exist* 
ing debt for the purpose of obtaining better terms — but in 
eiUier case the governing bodies reap an advantage from 1 
constantly falling interest. 

The accuracy of what has been said may, perhaps, be 
more clearly discerned in the reflected light of another dis- 
tinction. Those considerations that determine the time at 
which the payment of debts ahould begin, as also the rate 
at which it should proceed, are quite different for national 
and local financiering. The point at which the two policies 
diverge is, that in the one case money is borrowed for gen- 
eral and in the other for particular purposes. When a debt 
Ja contracted for a general purpose, as is the case in time of 
war, it is conceived to rest upon the combined industries of 
Ihe country, and questions pertaining to payment are deter- 
mined by the state of trade. This subject ha£ been already 
discussed in a foregoing chapter. Moat local debts, on the 
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other hand, are contracted for some definite purpose, and 
their proceeds are employed in such a manner ae to eetablieh 
in the comnmnity aome particular form of pnblic service ; 
it is natural, therefore, that the expungement of a local debt 
should eouform to the manner in which its funds were in- 
vested. As an illustration, suppose capital to be borrowed 
for the purpose of paving streets or of providing sewerage, 
the service thus rendered is common to all members of the 
community, but of such a nature that the debt most rest 
upon taxes. But what is of yet more importance, the local 
conncil can not proceed as though the city would never I 
called upon to repeat its expenditure, for pavements and se» 
erage are subjent to wear, and must sooner or later be I 
placed by new systems. From this it mast appear that t 
payment of a local debt is not to be determined by the gen' ' 
eral industrial conditions of the country, but that sound pol- 
icy demands tho expungement of existing obligations he- 
fore the public aatborities find it necessary to borrow Ireii^ ■ 
capital for new improvements. It seems, then, that the n 
idity with which such payments should be made depi 
upon the probable life of the pavement or the sewerage, a 
this is a question that must be determined by the city e 
gineer. 

Similar reasoning applies, only in a more marked degree, 
if the proceeds of a debt are employed to establish remu- 
nerative public works, for in such a case the income from the 
public industry established is supposed to support the debt. 
With regard to gas-works and water-works, for example, gen- 
eral business rules may be appropriately applied for the re- 
imbursement of capital sunk. Such debts should be paid as 
rapidly as the interests of consumers will bear, so that the 
property may become an unincumbered property to the com- 
munity. There are other conditions, however, in which 
these rules of payment may be somewhat modified. In the 
case of purchasing real estate for public parks, or of lending 
assistance to railroads or other private enterpi 
that should direct a local treasury is more nea 
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followed by the national financier. The reason U that these 
measures are conceived to be exceptional rather than con- 
stantly recurring. The real estate of a park, which at first 
may cost a large sum of money, is an investment the value of 
whicli is not depreciated by time and use ; the benefits sup- 
posed to arise from enlarged commercial facilities are also of 
a permanent nature. It follows that the payment of sQch 
debts may properly extend over a longer period, and for two 
pt-uaons. The fact that the investment is permanent obviates 
the necessity of clearinj^ accounts before a similar expendi- 
ture of fresh money is required. But of more importance 
is the demand that the rate of taxation shall not he changed 
with unnecessary rapidity. If, for example, it were under- 
taken to pay for a park purchased in four or five years, there 
would be an unnecessary burden entailed upon the commu- 
nity, first, by the rapid rise in tax-rates, and second, by the 
rapid fall in tax-rates after the payment had been accom- 
plished. It is true that this is not of so much importance in 
local taxation, where impositions are for the most part direct, 
as in the case of Federal taxes, where reliauce is had upon 
indirect contributions ; but it yet applies, and from it one 
may conclude that a two- or a three-per-<;ent sinking-fund 
provides for the extinction of such debts with sutficient 
rapidity. 

It has been the purpose of the present chapter to clear 
the ground for an historical study of local indebtedness in 
the United States. By means of the analysis which it pre- 
sents, we have discovered the relations that exist between 
the various grades of government and the legal character of 
the bonds which they respectively issue. We have learned, 
also, how the burden of indebtedness has been shifted as 
the relative importance of these governmental ccntere has 
changed, and from tliis the natural classification of our fur- 
ther study has been suggested. In the third place, our anal- 
ysis has brought prominently into view the essential difler- 
■ enceB that exist between the employment of public credit 
H for local and for national purposes, so far as these are trace- 
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able to the peculiar duties imposed upon the inferior goyemr 
ments and to the conditions under which they are obliged to 
perform them. From this point, then, we may proceed to 
consider the facts of local indebtedness more in detail, and 
to study such practical questions as may be suggested. 



CHAPTER II. 

STATE INDEBTEDHES8 BETWEEN 1830 AND 1S50. 

"Weee it our purpose to present a complete lilgtorical ex- 
planation of the course of indebtednees on the part of the 
American commonwealths, it would be necessary to consider 
at some length the asBUmptioD of 8tate debts by the Federal 
government in 1790. The experience of the States from 
1830 to 1850 was quite different from what it would have 
been had they not been relieved by Congress from the neces- 
sity of providing for their obligations incurred during the 
Revolutionary War. But bo closely intertwined is the influ- 
ence of this historical fact with other political tendencies work- 
ing in the same direction, th»t it would he ditHcult to trace the 
caosal relation thus suggested. Nor does this seem necessary 
to our present purpose. Accepting the position of the com- 
monwealths iu 1^30 as an established fact, and their rights 
against the Federal government as well understood, tiieir 
subsequent financial history is fully adequate to explain why 
at the present time they have no financial standing ; and why, 
in the struggle shortly to be renewed between centralized 
power and local government, the commonwealths find them- 
selves handicapped with certain constitutioual restrictions 
which their citizens have unwisely imposed. It is, then, this 
second period of State indebtedness that will serve aa the 
more fruitful subject of study. 

After the assumption by the Federal government of their 
local obligations in 1790, the States, as political sovereignties, 
made no extensive nse of- public credit previous tol82p ; nor 
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was it until eoine twelve or fifteen years later that they ap- 
pealed extensively to this Eonree of revenue. How extensive 
tliis appeal came finally to be, appeiirs from the tigoree which 
show the growth of local debts. During the ten years fol- 
lowing 1830, public stocks were authorized in the variooB 
States to the amonnt of $26,000,000, of which nearly |18,- 
000,000 were held against the three States, New York^' 
Pennsylvania, and Ohio. Between the years 1830 and 1835 
$40,000,000 more were added to the obligations of the Statee, 
while the three years previous to 1838 witnessed an increase 
of local indebtedness to the amount of $107,000,000. The 
total liabilities resting upon the States in the year 1843, 
including both direct and floating debts, and loans of credit, 
reached the sum of $^31,600,000. These figures, it is true, 
may not appear large at tlie present time, accustomed as we 
are to speak and think in billions; but at that day, before 
the system of public debts had been generally developed, 
they excited the alarm of all citizens. 

Tlie purjwse for which the States employed tlieir public 
credit baa been suggested in a previous chapter. Can^ and 
railroads claimed the attention of the Korth ; turnpikes and 
banks flourished in the Soutli. The popular enthusiasm for 
"modem progress" led to speculative enterprises of all 
6orta.' Grand projects for internal improvements far in 
advance of the immediate needs of the country were set on 
foot. It was not for a moment tlionght that the debts thuB 
created would be the occasion for an increase of the tax-levy, 
and when, the means of the States exhausted, it was disG01^ 
ered that the moneys borrowed must be paid out of ordinary 
revenue, the public was filled with consternation. The popn- 
latioQ of the country in 1843 was about seventeen miUions, 

' An American comedj, published In 1846, entitled " AntlpUhiu ; or, the 
XntbniiutB b; ihc Ean," draw* an nmuslDg picture ot the times. Among His 
chkrftcterti ara Jacob ChangtUti, a mortal enem; of niDdem ImprovcmeDU ; JUn 
Progrm, an inBnit« perfe(itibllit3r man ; and EUHm Oo-afirad, a mightj projtctar 
of nmwaja and all internal ImproieuienM. — "Ameriaati Camodio,* 
FwiUing, FUladclpbia, 1846. 
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while the annnal iDterest charges arising from State debts 
was $12j250,606. It was then that the word "repndiation" 
crept into the financial vocabulary of tho American people. 
The reputation of the country abroad also serionsly suffered. 
" America," says a writer in the " Loudon Times," " is not 
the country it is cracked np to be ; too many speculators and 
gamblers — indeed, to be plain, I look upon it, from Maine to 
Florida, as one vast swindling shop." ' 

It must, however, be remembered that a swindler is im- 
poseibie without some one who is willing to take the risk of 
being swindled. A period of expanding credit means eager- 
ness to lend as well as cagemess to borrow. If, then, we would 
understand the period which now claims our attention, so as 
to draw from it the true lessons it teaches, we must at the 
outset undertake to discover the source of that confidence 
granted without hesitation to the States. 

In following out the line of study thus suggested, the first 
fact of importance is neither financial nor industrial, but po- 
litical. The year 1S30, which marks the rise of borrowing 
among the States, witnessed the reversal of certain politicil 
tendencies which, up to that time, had been maintained in 
national affaira Democracy was in the ascendancy, and 
many measures were adopted by the dominant party, the 
purpose of which was to weaken the administrative power 
of ihs central government. As a subordinate part of this 
policy the States were imposed with new duties, and it was 
tluongh their ready response to the demands made upon 
them that they became financially erabarrflBsed, 

This change in the political purpose of the American peo- 
ple may be clearly seen if we trace the notion of local govern- 
ment as it appears in the development of national affairs. 
Political parties in this country arose out of a controversy 
respecting the adoption of the Constitution. The question 
in dispute pertained to the nature of that instrument. "Was 

' Quoted from ■ pamphlet of 1810, entlllod, " A TindlMtiob of Pabllo Fnltb 
of Svw Tork and Fcmujlraiua in tvp\j to the CBltmnlet of the ' Time*,' " p.H. 
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it national or federal in its character ? Would it altimatelj 
result in the establishment of an empire or of a repnbllcl 
The etory of the manner in which the national pixrtj came to 
assume the name of " Federalists " is interesting, becange it 
showH what mnst have been the ruling sentiment of the peo- 
ple in 1789 and 17S9. It was tacitly admitted that an anti- 
federal Constitution could not be adopted. At first, thej 
who opposed the Constitution called themselves Federalii 
aa showing the ground of their opposition to the proposed 
government ; but their opponents qnielcly saw the strength 
of such a position and the power of such a party cry, and, 
with true strategic insight, determined to capture the name,' 
The controversy, at least in the State of Xew York, centered 
in the question aa to which faction truly represented the fed- 
eral idea. The result is familiar. The "anti-adoptioniBts" 
were driven from their stronghold. Tbcj first assumed the 
name of Federal Republicans, and then of liepublicans ; and 
it IB this party which is the historical progenitor of both Jef- 
fersonian and Jackeonian Democracy. 

The first- two administrations were guided by those states- k 
men who had persnaded tlie people to accept tho Constitu- 
tion ; and being controlled by the purpose of ext^idiii^ 
the duties and functions of the central government, they 
necessarily lent their infinence to the consolidation of power. 
This was so apparent that it gave rise to grave apprehen- 
sions among those who were jealous of local riglits, and it 
was by moans of this jealousy that the HepubUcans raised 
themselves to office in ISOl. There was, however, no marked 
change in the administrations that followed. Such was the 
condition of foreign affairs that the Republicans were unable 
to redeem their campaign pledges and restore to the Statea 
any of their lost importance. 

It is true that internal duties were abolished,' bnt on the 
other hand the purchase of Louisiana showed tho trend of 

' Leake's " Life uid Times of Qenenil John Lamb," pp. SOS and SOS. 
* ll U » slgniBcaat fftct that Gall&tia refused to forntkllj propoM the aboli- 
Uon of intomal duties. Tbia propOBal came from John Bandolpb u cbunoMi 
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evonta toward nationaL'ty to be stronger than tho avowed 
purpose of tlie party. Tlien canie the war of 1812 and the 
establish me ut of tho American syBtem of protection, both of 
which events worked to the detriment of the States and in- 
creased the relative importance of the central government. 
During the years that followed the second war, say from 
1818 to 1838, the manifest tendency toward centralization 
was the occasion of grave apprehension, and gave rise to two 
quite distinct lines of opposition. These found expression 
in the metaphysical doctrines of Calhoun on the one hand, I 
and in the practical measures of Jackson's domestic policy on 
the other. It is with this latter that we are especially con- 1 
cemcd, for it was in harmony with Jacksooian ideas that the 
States again became the centers of administrative activity. 

The polioy of decentralization adopted about 1830 was 
extremely simple. The Federal govemmont withdrew from 
certain duties which it Lad previously performed, and refused 
to take upon itself new tasks which quite a respectable mi- 
nority of the American people songlit to impose upon it ; 
and it was in tliis manner that the States, after an uneventful 
existence of more than forty years, again became the centora 
of important administrative meaauroa. In our day private 
corporations compete with governmental agencies for the 
administration of great affairs, but at that time private en- 
terprise was not thought to be adequate to meet the demands 
of the public for internal improvements. The States were 
thus forced into a prominent position. 

It would lead as too far from our purpose to speak at 
length of the various parts of Jackson's domestic policy, nor 
does this seem to be necessary. It is only important that we 
clearly see how the Federal government rolled certain duties 
from off its own shoulders on to those of the States, and this 
may be the best perceived by tracing the development of the 
idea of internal improvements. 

of tho Oomtfiittee of Wbj« and Me«na, sJler he had rewired BMunmce from the 
SecKtftriei of Wir and Stvj thu tbeir depBTtntiuta could be ndministered with 
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The original incentive to tlie development of inlanii com- 
mnnication was political and not commercial, WafihingtOD 
clearly saw at an early day tliat a country of such vast extent 
and variety of territory as tliat ceded by Great Britain could 
not be held together except by coiumunity of interests be- 
tween tlie variona sections, and tliat tliis community of in- 
terest could only spring from easy and continuons commercial 
intercourse. Uis own words will show how strongly he felt 
on this point : 

I need not remark to yon [wrote he to Governor Harrison, 
of Virginia], that the flanfes and rear of the United States are 
possessed hy other powers, and formidable ones, too ; and how 
necessary it is to apply the cement of intercat to bind all parts 
of the Union togetner by indissoluble bonds, especially that 
part of it, which lies immediately west of ns, with the middle 
States. For what ties, let me ask, have we upon the people 
(in the Mississippi Valley)? How entirely unconnected with 
them shall we be, and what troubles may we not apprehend, if 
the Spaniards on their right, and GnM Britain on their left, 
instead of throwing stumbling blocks in their way, as they 
now do, should hold out lures for their trade and alliance? 
What, when they gain strength, which will be sooner than 
most people conceive (from the emigration of foreigners, who 
will have no particular predilection for us, as well as the re- 
moval of our own citizens), will be the consequences of their 
having formed close connections with either or both of tbeM 
powers, in a commercial way ? It needs not, in my opinion, - 
the gift of prophecy to foretell' J 

The Western States, he went on to say " hang on a pivot,**! 
and to turn their thoughts eastward rather than southward, 
he proposed that easy means of communication he provided 
between the two sides of the Appalachian Mountains. 

It is quite natural that the conception of public improve- 
ments which sprang from the idea of nationality should find 
ready acceptance with men infused with national sentiments. 
Even the plan which Gallatin presented in 1807,* according 
to which $20,000,000 were to be maintained aa a revolving 

' gpirke'a *dilion of " Writing* ot W»»hnigUm," vol. ix, p. SS. 
' Bum P&pvn, " UiicelUneoui Documcnu," vol. (, p. "IH. 
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fund for building highways of commeroe, was, to say the 
least, far-reaching in its tendeucics, although it was thought 
to be in perfect harmony with the recognized rights of the 
States. During the years previous to 1830, it will be re- 
membered that one of the great questions of national policy 
was the building of canals and wagon-roajg. A national 
board of internal improvements was eetablished ; national 
surveys were carried on ; and, had not certain questions that 
imperiled the general safety forced themselves npon public 
attention, we should now Lave been able to write the expe- 
rience of national improvements actually undertaken. Ac- 
cording to BentoUj " the candidates for the presidency epread 
their sails upon the ocean of internal improvements." ' As 
early as 1822, when Monroe placed his veto upon the Cum- 
berland-Road bill, the sentiment favoring internal improve- 
ments was general, and became more intense through the ad- 
ministration of John Quincy Adams. 

Although the right to construct highways of commerce 
WBfi quite generally conceded to Congress, there were many 
who denied the constitutionality of placing Federal officials 
over such works when completed. Many who were friendly 
to the policy refused to support congreeeional action looking 
toward its realization. This was the burden of President 
Monroe's veto of the Cumberland-Road bill in 1823. 

It is of the highest importance pie says] that this question 
be settled. (That is, the question as to whether Congress had 
the right to manage roads ruunlng through the States). If the 
right exists, it otiglit forthwith to be exercised. If it does not, 
surely those who are friends to the power ought to unite to 
recommend an amendment to obtain it. 

The policy of national improvements broke down under 
President Jackson's veto of tlie Maysville-Road bill. This 
message brought again into prominence the old idea respect- 
ing the proper residence of public authority. The pro- 
gramme adopted did not permit the Federal government 
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any control over qnestionB of internal policy ; it was con- 
ceived tliat the States ebotdd manage all BQch matters. 

Now, to my mind, it is of some importance that this 
relation between what may be termed the national and the 
local theory of internal improvements be clearly recognized, 
for then only can one understand the unbounded cnthusiaEm 
with which the local governments went into the busineee of 
enpplying the conntry with canals and roads.' This enthn- 
siaem had grown up under the fostering care of the Federal 
power. Its purposes had been thwarted because Congreee did 
not posseee tiie legal right to manage roads within the bound- 
aries of a State. But the people, caring more for the end 
than the method of its attainment, preeeated their demanda 
to the local governments. In this manner it waa that the 
legislatures of States asaumed the duties abandoned by Con- 
gress, having received, by bequest, as it were, the du^ 
fulM the wishes of the people which had for so many yi 
been encouraged by the central government.* 

The change of policy about 1830, here referred toi, 
recognized by those who had to do with shaping pablio 
fairs. The Eod. Charles Francis Adams, writing in 1840^ 
npon State debts, says : 

' " Tbe etreagtb aa wall as the true gloiy of the Oonfedem^ is fonoded an 
the prosperity Bad power ol the several IndepecdcDt sorerd^Uea of wblA S 
la compoaed, oad tho certaictj with which thcj can be brought inui tt 
active ocKipernlioQ Ibrougb tbc ngencj of thu Federal goTcnm: 
Ueaeage of 1S30. 

Speaking of themumcr In which tho lav for the diatrlbatianofthesorptni 
revenue was interpreted bj the States, Mr Johnson sava: "The StatM ooo- 
formed to what Iboy were led to belii.'ve was the new policj of Ibo GoTEcnmeat, 
and, in anticipation of its continued aid, laid down plans of railroads and guulUi 
and both or all parties riTslcd each other in projecting interconiiniiiucsti<nii, fat 
the twUef tliat thc7 would develop the rosoureoa and ailvanco the prosperitj of 
thoic Stataa."— " Report on the Relief of tbe States," p. BIS. 

' To avoid aiij possible miaundcrstanding, it maj be well to aa; that Con- 
gross has had to do with iotcnial improTemcnt^ since 1830, but not with anj 
public worlie from which revenue could bo derircd, where Federal and State an- 
tbority might come into oonfllct FcdenJ aadatsuM has been nmdfted nther 
bj direct payment of money to tho States, or by what buTcaow come to be knows 1 
ta rivet and harbor appropriatiouB. 
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The Americans are proverbial for never being discouraged. 
If they can not carry a point directly, tbey will manage to do it 
by some roundabout way. Tbey were determined upon improv- 
ing the communicatioDit betweea the seaboard and the interior. 
A very large Dumber of them thought it beat that this work 
should be done under the superintL'ndence of a common bead, 
and they proposed a method of action accordingly. But the ex- 
tent of it excited the apprehensions of a still greater number, 
ftnd they refused to adopt it. According to them, the business 
oould be intrusted with safety only to the care of the separate 
States upon whom it was iu the end devolved. The consequence 
has been the outlay of quite as much money, if not a great 
deal more, than would have been expended on the other plan.' 

K It will not be neccsearj for ua to trace the development 
of this policy of internal improvements in the vartoua local 
centers. Sufficient is it to say that tlie States, as a rule, en- 
tered upon the work of supplying pablic highways with an 
unbounded enthusiasm, and projected schemes absolutely 
absnrd in their magnificent extravagance. But since specific 
iUoatration is worth many general stateroenle, I venture to 
present the plan as it was adopted by the legislature of the 
State of Michigan. 

Michigan waa admitted into the Union In January, 1837, 
and it might be imagined, from the proceedings of her early 
legislatures, that the purpose for which she sought the 
privileges of a State waa to build canals, railroads, and tnm- 
pikee, and to improve rivers and barbers. The legislature, 
in its first session, appointed a "Board of Commiaaionera 
on Internal Improvements," and directed them to take the 
necessary measures for executing the following public works : 
They were to enrvey three lines of railroad across the State — 
called, reepectively, the Sonthern, the Middle, and the North- 
em roulee, and one shorter road, called the Havre Branch 
Bulroad. They were also to nndcrtake three important ca- 
nals — the Clinton and Kalamazoo, the Saginaw or Korthem, 
and a canal about the St. Mary's River. In addition to this, 
the Grand, the Kalamazoo, and the St. Joseph rivers were to 
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be improved. The total extent of tliese works eotered npon 
hy the first legiBlature amounted to 1,100 miles of highway, 
of which 557 miles wore to be railroads, 231 canals, and 321 
improvements of rivera. The popolation of the newly ad- 
mitted State WHS at this time 175,0(H), from which it appean 
that the legislature projected one mile of improvement for 
every 150 of the inhabitants, which, upon common avenger, 
gives one mile for every thirty votcfi. Besides these im- 
provements under the direct control of the State, there were 
in existence, in 1837, twenty charters to priiate compamefl 
for the building of railroitde. The extent of lines proposed 
by these companies was 930 miles, from which it appears 
that there were over 2,000 miles of commercial highway pro- 
jected before the Stati.' was a year old. and thie estimate does 
not include turnpikes.' Some idea of the appropriateness of 
these plans may be gained when compared with the amooot 
of railroad facilitiea which the settled experience of the State 
shows to be adequate to present demands of commerce- In 
1881, with a population of 1,050,000, there were but 3,306 
miles of road-bed, being one mile for every 500 iuhabrtants, 
or every 100 votes. Certainly Governor Barry was correct 
when in 1849, referring to this great scheme of internal im- 
provements, he said : " The system, so called, was altogethi 
heyond our means, and, indeed, embraced projects of 
provementB that were not at the time required by the pul 
good." 

Such plans as these, and Michigan was by no means pe-' 
cnliar in her enthusiasm for internal improvements,* do not 

■CC Iilo)i'B"Gut(!ttocritttheStatoot UlchiRan," ISSS, pp. 77-97. 

* Uuch of interest on this subject idbj be fouad in " The Hiatorr of the Sdt^ 
plus RevcDue of 1S3T," a schaUr!; pssny by Hr. Edirird G. Boame. B« qooUi 
(p, ISO) "from one who liTcd throupi tbe period" se follows: "In IBSfl the 
tern of inlemal improTementa raged throughout most of the SUtM of Iha 
Union. FennsjlTonia, my nillTe State, waa crazy to improre the whole countfj, 
whether the wanta of the people i^nlrcd it or not. Indiitna was klmoM ^ 
wjld; and Illinaia, also, was A-oinf considerably by the naiiia." And the anthor _ 
•dda; " The movement had b^un Id IlllaoU in 18SS, and had rotted on w 
creasing momentum till 1880, when tbe kw 0. e., the Improrement B ' 
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Cud adequate explanation in the withdrawal of the Federal 
government from the direct proBeeution of pahlic works. 
The States undertook to perform tiie imposeible, while the 
legacy of duty which tbey received from the central govern- 
ment was moderate and rational. The change of policy in 
1S30 eerve8 only as the background upon which otlicr facte 
may be thrown, for there came at this time other forces, 
partly independent and partly the outgrowth of thia new 
policy of Democracy, with which one mnat acqufunt hiuiBelf 
in order to explain fully this second period of local bor- 
rowing. 

In the first place, the States received direct assistance 
from the general government in money and lands. Not 
only did Congress give up all claims of active control in 
matters of inland commerce, but that body donated also the 
surplus revenue of the national treasury, and a percentage 
upon the sales of all knds, to form a fund with which the 
States could carry out their plans of public works. These 
moneys formed by no means an insignificant sum. In 
Michigan, for example, the experience of 1836 gave every 
reason to hope large things from the fund established. 
Standing on the verge of the year 1837, those who controlled 
the policy of this State saw coming into her treasury $280,- 
000 from surplus revenue, and $175,000 from her percentage 
of land-sales. There was no precedent for such extensive 
sale of lands, and it is not surprising that this yonng State 
indulged in dangerous optimism, not distinguishing between 
purchases for purpose of speculation and for purpose of set^ 
tlement, and not recognizing that the immense dealings in 
real estate were one of the results of the pernicious financial 
policy of the central goveniment. There is no ■question hut 
that the assistance of the general government, coming at the 
time when it did, is largely responsible for the careleseneea 
with which local obligations were incurred. 

fluted. Il wu not tbe fkull of the politiciuu, bul at ifae people wbo cUmored 
(or it I tbe people would not tnul their repreeeiiUtiTei, but wnt on deleg&tei to 
lobbj." 
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^^^^H Bntagain, the invitation to emb&rk in great pnblic vorls 
^^^^^^1 TBS eBpeciallj alluring during the three years previous to 
^^^^f 1838, on account of the process of {nidation through wHcL 
^ the country was paBsiog. With the downfall of the national 


^H pidity with which inferior inatrumentB of exchange grew, 
^M upon the reversal of the national policy, may be seen from 
^M the following figures, giving the notee in circulation, and the 
^M depoBits and loans of the banks : 




ClnmtaBon. 


Deportl. 


L«tM. 




»B1,S2*.000 
103,369.490 

140,301,038 
U».1BB,B90 


tBB,BW,000 
88,081,000 
115,104,001) 
l-i7,aB7,000 


*BOO,4»1,000 
B«».188,000 
467.008,000 
020,116,000 










^M Thia most certainly indicates a period of inflation, and all 
^M the reflnlta of inflation familiar to tho student of economy 
^H followed in their most intense form. Values were radically 
^B disturbed ; fictitious profits were regarded as real, and the 
^M apparent success of modest endeavors led men to enter boldly 
^B upon great undertakingB ; land speculation was especially e3(-^^_ 
H . cessive, for it was believed that the " Taet West " waa If^M 
H come immediately into the market. It is not too much t^H 
^L say that these _were years of business insanity. Cool jaif^^ 
^H ment had for the time lost control, and men acted upon an 
^H impnise which they themselves could not afterward onder- 
^^ Btand. The enthusiasm of legiglators was merely one of the 
^m manifestations of tho general enthusiasm of the times. I 
^M have collated with some care tho cnterpriseB projected by the 
^B legislature in one of the Western States, and those set ob^h 
^M foot by private parties in the same State, and T do not hee^^f 
^M tate to say that, whether judged from the stxLodpoint of t^^| 
^M enlta or of business probabilities, the State authorities showed 
^B greater foresight and greater bneiness conservatism than did 
^H individuals. The intimate relation between an inflated cur- 
^B rency and the projected improvements in the State of MicU^H 
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Tlje conception of the plan on a scale eo magnificent [said 
I the governor] is to be attributed to the erroneoua opinion of 
' weauh produced by a too redundant paper currency. The ays- 
tern was altogether too extended for our wants, and required 
expenditures beyond our means. It was projected at a time 
when things were too often viewed through a distorted vision. 
Property had assomcd fictitious value ; national as well as in- 
dividusJ revenues were greatlv overestimated, and the minda 
of men had become inflated by imaginary eucceea in the ao- 
quireracnt of wealih. Individuals embarked with confidence 
in enterprises which they now regard as extravagant and vis- 
ionary. The spirit of tae times, unfortunately, became the 
governing policy of States, and Michigan, with a population 
then less than two hundred thousand, inhabiting a territory 
new and recently settled, with few immediate resources bnt 
her credit, projected a system of internal improvements which 
would have been a grand undertaking for the oldest and most 
wealthy States. 

The third fact upon which reliance is placed for explain- 
ing this period of expanding credit is wholly industrial in 
character. 

It 13 usnally the CEise that a wide-spread enthusiasm for 
any iadttstrial enterprise is imitative rather than originaL 
This is most certainly true of the period we are now study- 
ing. The State of New York must be regarded ns the pio- 
neer iD matters of public works, and the financial and com- 
mercial BucceBB of the Erie Canal exerted no sb'gLt influence 
in leading other States to believe that a like ancccBS awaited 
every enterprise. This highway of commerce was finiehed 
in 1825. It immediately became a source of revenue, and 
proved that the statesmen who urged it upon thepeople were 
wise counselors. Nor was it alone the final success of the en- 
terprise that worked upon the imagination of other localitiea, 
bnt the accuracy of calculationa respecting it also induced 
men to place great confidence in enterprises similarly man- 
aged. In 1836 it was estimated that the debt incurred in 
building the Erie Canal could bo expunged in the course of 
ten years' operation. The fignroa upon which the conclusion 
rested are the following. On the side of receipts, the an- 
nual income was ; 
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From tolls t?00,000. 

From auction Bales SSO.OOO 

From salt diilieB 170,000 

Chargeable to the revenue which was applied to ciuul mao- 

agement, there was : 

Interest on the debt 1410,000 

Eipense of repnim 100,000 

leaving a yearly appropriation of $610,000 for the paymeat 
of the debt. Upon the basia of these figores, the debt could 
be discharged in ten years, and the result of the management 
of the enterpriae sliowed the calculation to be correct within 
eix months. It was, perhaps, the successful managemeDt o^^— 
this New York enterprise, more than any other one ^'i'fl^^H 
that occasioned the outburst of enthnsiasm in favor of lo^^^f 
improvements, ^^B 

But there is another fact wortliy our attention in connec- 
tion with the Erie experiment. Previous to the completion 
of this highway of commerce, the city of New York, like tlt^^_ 
cities of Boston, Philadelphia, and Baltimore, had heett^^M 
local village, draining the country naturally dependent opt^^H 
it ; but, with the completion of the canal, it at once 'becani^^* 
a port of importance to the entire country west of the Alle- 
ghany Mountains and north of the Ohio River. The local 
interests of Philadelphia and Baltimore were placed in jeop- 
ardy, and these cities at once nndertook protective meaeureB 
by pushing vigorously their own echemee for inland com- 
merce. Then began that struggle between the seaboard cities 
for commercial supremacy over the West, which has become 
more and more intense even to the present time. The point 
which I wish to make is this: About 1830, men in the East 
were for the lirst time coming to realize the great poteibili- 
ties of tlie West, and the rivalry between the varions sections 
of the East to secure to themselves the benefits of the trade 
which was sure to spring up, induced men in these sections 
to lend freely to such enterprises as would be of especial ad- 
vantage to themselves. It was under such encouragement, 
and because the idea of corporate control had not yet beeu 
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Bofficiciitl; developed, tliat the States were led to freely 
mortgage their sovereign credit for pushing public works. 

I have thus endeavored to suggest the active forces which 
gave character to the years of local control between i830 and 
1S40, and it is believed that, taken in their relation to each 
other, they furnish an adequate explanation of the excessive 
cmpJoyment by the States of their sovereign credit. The 
States borrowed money to build public highways. That 
public highways should he built was one of the imperative 
demands of the times. That the States should undertake 
Ihia work rather than the central government or corpora- 
tions, was the result of this historical accident — that the call 
for inland improvements came just when, in the develop- 
ment of political idea^, there had been a reaction against the 
policy of federal administrative control, and before the doc- 
trine of lai«se^faire had in this conntry produced any results 
except in matters of foreign commerce. The general confi- 
dence in the States which led men to ]>laee money freely at 
their disposal, was in part merely an expression of the gen- 
eral confidence of the times ; in part aa indirect consequence 
of the easy payment by the Federal government of its debt; 
and in part because men saw in the public improvements 
which the States were nudertaking an additional advantage 
beyond that of a mere investment of so much capitaL All 
these forces taken together made up the atmosphere of the 
times, which, to say the least, proved very invigorating to 
those who breathed it. 

We need not arrest our study at this point to speak of 
the failure of these schemes of internal improvement In- 
debtedness to the amount of $200,000,000, unsecured by any 
property adequate to the support of such a burden, is suffi- 
cient evidence of failure. Had these enterprises been set 
on foot by private corporations, they would have passed into 
the hands of a receiver for the benefit of creditors, bnt since 
they had been projected by the States nothing remaiued bnt 
^B to throw upon taxes the deficits of the business. It was thb 
^H fact which brought the failure of the pohcy home to the 



I 



332 



LOCAL DEncrr FDIANCIERDia. 



people with great force. In Micliignn, for exatnple, &e nte 
o£ taxation for county and State purposes was but seventy 
cents per capita, while the interest arising from the pablic 
improvement debt wonid have imposed upon the people a 
tax of one dollar and thirty-five cents per capita had it been 
paid.' 

It was natural that the States should, under anch circum- 
Btances, and with the precedent of Revolutionary fiaancea 
before them, appeal to the Federal government for relief. 
Petitions to ihie end came from Virginia, Pennsylvania, 
Maryland, and Ohio ; and we are led to believe from the 
statements of those interested in the scheme, that other sec- 
tions would gladly have thrown the burden of their debts 
upon the shoulders of Congress. The committee to wliii^ 
these petitions were referred proposed that $200,000,000 of 
Federal stock should be exchanged for State secnrities. It was 
claimed that the legal right of the Federal government to 
do this had been settled by the aesamption act of 1790. The 
thought that the debts incurred during the Eevolationary 
War were in reality Federal debts, and for that reason 
should have been assumed by the Federal government (i, e., 
the theory of the Federalists in 1 790), was not for a moment 
admitted ; and the author of the report of 1842 favoring a 
second assumption devoted some considerable time in making 
it clear to his constituents that there was in reality no differ- 
ence in the two cases. After a somewhat extended review of 
the early debates, he says : 

These facta and this history clearly prove that the assump- 
tion waa not a matter of constitational obligation, but of mn« 
legislative discretion, wisely and legally exercised, no doobty 
under the general and discretionary powers given to CtHigreaa 

'II would be exceedingly difBcult lo give > correct nod comptoEe icaHiiit of 
the lubReqttant man^ement ot the debts reating opon tho States to IMS. 11 
waa during this period that tbe word " rapuclinlioi) " (suae ioto Ibe rocabolaiy of 
American finance. Should any of my readers he interested in this subject they 
»t8 referred to a cotnprehanaive article byMr. Holwrl P, Pone r, on "State Debt! 
and BepudiatioD," in the Norember number of Ibe " lutemaUoaal Bevlaw * 
for 1880. 
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under the CooGtitntion. The CoDBtttalioD is the Bame now 
as then ; CongreBS la tlio same now as then ; and it can exer- 
cise aa wise, as enlarged, and as liberal a discretion now as 
theiL* 

But although the assumption of State debts in 1843 was 
not regarded as " a matter of constitutional obligation," it was 
urged as a right which the States could demand, in view of 
tho cession of lands which they had made to the central gov- 
erDuient. It was argued that " tho States have a controlling 
reason to demand the measure, in the fact that the ptillia 
lands toere never intended, token the Congtitution was 
fanned, to be a vource of national revenue Jvr the support of 
the General govenwunt. The States gave to the govern- 
ment otlier and abundant means of raising revenue for all its 
ordinary and extraordinary expenditures. The States surren- 
dered to the General government the public lands for ^.nV 
specie benefit. TLey made the General government the 
Bgent or trustee to dispose of public lands, and to distribute 
among all the States the product of this trust, upon an equi- 
table and just basis. 

"When the General government assumed the debts of the 
State in 1790, the proceeds of the sales of the public lands 
were pledged ' nntil ' tho liquidation of that debt." Then 
follows an estimate of the income derived by the Federal 
goremment from public lands, which had been appropriated 
to national purposes, after which the argument continued: 
" Then the States have a right to demand a re-imburse- 
ment, in this period of their utmost need, of this sum used 
by the government for its own national purposes."' 

Bnt it was not with the intention of discussing tho claim 
here set np respecting tho interpretation of the old land-ces- 
sions that this phase of the question is brought to our atten- 
tion. It makes little difference bow that controversy is de- 
cided. The important point for ns to notice is, that the 
plan for assuming the State debts in 1842 finds its historical 



> " Keport 00 the Relief of tbe Statet," p. 480. 
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antecedent in tlie varioos difitribation schemes then 
to the members of Congre^, As early as 1S26, Mr. Hablon 
Dickeraon, afterward a member of President Jackson's Cabi- 
net, proposed to divide $10,000,000 of the general revenni 
annually among the States. The dbtributiou of furpli 
revenue in tS36, as also the tariff compromise and the viei 
of States rights which made it a necessity, are well known 
to every student of American history. But the idea of dis- 
tribution once established, the payment of surplus revenue to 
the local governments was not regarded as adequate assist- 
ance, and there were many proposals that the proceeds of the 
public lands should be given to the States to help on their 
schemes of internal improvements. It was in connection 
with one of these proposals, and because of an amendment 
which was thought to kill the spirit of the bill, that the plan 
for assuming the debts of the States took ite rise. The facte 
in the case are as follows : In 1842, Mr. Clay reported a bill 
in the Senate to divide the proceeds of the sale of public 
lands for five years between the States, The chairman of 
the Committee on Public Lands in the House was William 
Cost Johnson, of Maryland. Mr. Clay's hill came before 
this committee, and after several amendments, one of which 
made the distribution perpetual except in time of war, was 
passed by the House. But in the Senate an amendment wu 
inserted to the effect that the distribution should be inopera- 
tive if, at any time, Congress should levy duties above 30 
per cent. 

Ko one [says Mr. Johnson] opposed more earnestly than 
myself the mtroductlon of such a principle, regarding distri- 
bution to be the right of the States by the act of ceeaioi 
without regard to the rate of datiea or the condition of *^ 

national 
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It was then that he determined to bring the matter 

assumption squaroly before Congress, 

Apprehending [ho saysj, in the conflict of contending i 
eet«, to say nothing of nval ambition, that the States n 
lose the benefit of distribution, I gave nolioe at an early period 
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of last Beseion that, at the earliest possihle moment after the 
defeat of distribution, I would introduce a bill, upon the prin- 
ciple and basis of the law of 1790, for the assumption of the 
debts of the States by the General govemment,' 

It seemed to me necessary to show the historical setting 
of the assumption scheme of 1843, in order to bring clearlj 
into view the relations existing between the States and the 
Federal government. The years immediately following 
witnessed so violent a change in public sentiment, that they 
may be properly regarded as marking an epoch in the consti- 
tntional development of the States. But before epoaking of 
permanent results, it will be interesting to notice the details 
of this scheme of assumption, and to consider some of the 
arguments urged by those who favored it. 

Whatever may be said of the policy of assuming local 
obligations, the plan proposed by the committee which had 
the matter in charge was both inadequate and expensive. 
This plan contemplated the issue of |200,000,l)00 of United 
States stock, which should Ix^ distributed between the States 
in the following manner ; For each senator there should bo 
allowed $1,000,000 of this stock, the residue being divided 
among the States on the basis of Federal population ; or, to 
be more exact, each representative should bring to his State 
the earn of 1^651,982.38. The Territories and the District of 
Columbia were to receive stock equal to that allowed one 
representative. It may be remembered that the settlement 
of inter-State accotmts after the Revolutionary War, through 
the i^ncy of assumption, was rendered impossible by the 
constitutional rule that all burdens imposed or benefits 
granted by the central government should be apportioned on 
the basis of Federal population. The same difficulty is here 
enconntered. Nine States in the Union were wholly free 
from debt, and, should Federal stock be issued to the dclin- 
qnent States and not to these, it would result that those 
States which had been conservative in the management of 
their finances would he imposed with taxes for the discharge 
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of their neighbors' debts. To obviate this manifeet iajiutiae, 
it waa provided that the States not indebted shonld have their 
quota of bonds credited to them on the books of the Treas- 
ury, and should bo permitted to draw each jear the interest 
accruing upon the amount thua declared to be due. 

But upon such a plau as this, to what extent would the 
indebted States be relieved by an issue of §200,000,000 of 
stock ? The answer to thig question is presented in the fol* 
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Amount of State debta in 1S13 e30T,8M,ei8.3S 

AiDOunt of Federal atock to be issuod iOO.OOO.OCKXOO 

Amount of State doba pud bj bucIi iiauo 128,1 03,9 IT.GB 

Ral HUM jet due from States le,T»0,S9B.80 

Baluice to tbe ciedit of Statw Tl,SSe,oea.OS 

It certainly seemB that any plan which would leave $79,790,- 
000 of debt yet resting on the States, out of a total of but 
^207,894,000, can hardly be called an adequate measure of 
relief. But, on the other hand, when we notice the amount 
of Federal stock that must have been issued to grant ade- 
quate relief to the creditors of the local governments, tha 
absurdity of assumption makes itself at once apparent. The 
only political theory with which it is in harmony is that the 
Federal government performs its proper function when 
acting as a financial collecting agent of States. If, however, 
the original purpose of the framera of the Constitution is to 
be maintained, which considers the sovereignty of the vari- 
orn grades of government as functional rather than terri- 
torial, the line which distinguished the finances of the Fed- 
eral and the local governmenta must never be effaced. It 
waa illogical for men who believed in maintaining the po- 
L'tical integrity of the States to admit of any form of direct 
assistance from the central treasury. And in aJdition to this, 
it may be said that the issue of bonds to States that do not 

' For detailed account, see the table in Johnaoa'a " Report," pp. 120, 131. 
It will ba abaerved tbU the totoi indebtedness hero i^ven is greater than that 
giren on page 301; this aomuit iooluilea certain " nominal debta "and "d» 
nied obllgatiocu." 
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need tlio money accming therefroin, would bo to invite in 
its most aggravated fonn the evils of eiirplns financiering. 

Still, there seem to liave been some plansible reaaona for 
the measure (as there undoubtedly were in favor of the firat 
assumption), the most important being that the failure of tho 
States to pay their debts would affect injuriously the credit 
of the Federal government. 

I saw [says the author of the measare],or thought I saw, 
that the question would be, sooner or later, relief or repudia- 
tion. [And again :] Repudiation is avowed by but few at this 
time ; oat neglect to pay intereet is the first silent step toward 
it. It now exista in confused contemplation in the minds of 
many, yet the moral sense of shame restrains the open avowaL' 

And in the report of the special committee tho complaint 
ia made, that the diBtnist caused by the remissness of the 
States had attached to the General govermncnt. 

While nations without a tithe of our resources, and with 
large public debts, have been able to effect loans at 3 per cent 
per annum, the agent of this government had to return from 
the same market, where capital is seeking ioveHtmcnt at 2 and 
3 per cent, without receiving a single offer for any portion of 
a loan to our government at 6 per cent.' 

There is no doubt as to the fact here stated. For a time 
the Federal government was put to some slight inconven- 
ience, because the country from Maine to Florida was re- 
garded " as one vast swindling shop " by our noighbors across 
the sea. But this was because the lines between State and 
Federal government* were not clearly defined, and becaaso 
certain creditors of delinquent States in London hoped to 
force the assumption of local debts upon the central govern- 
ment by refusing to grant it financial standing.* The em- 

' " Roport OQ tha Rtlief of tho States," p. 619. ' Ibid., p. 6. 

' It b upoD Iho nulhoriij of tlic lata Hr. Baphael BrcIcj . whose " History of 
National Loaoa " larma such a Taluable part of the 1at« CcnsuR Report, tbat tbs 
toUowlng fact Ii ^ven. The agent ot tbe Federal goTemmsat, upon presenting 
In England propoaals of the Bocrelar; of the Trea^ur^ lor ■ loan, wa< net 
with the foUoving repl; from the hoiue of Baring Brotbon; "That, if the Fed- 
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barrassment, however, waa of slight daration. Tho money 
which waa desired was furnished by oiir owa cititeos, and 
within two years tho stock thus created Lad rieen to 14 
per cent premium. 

The proposal for assamption in 1843 appears in it» most 
favorable light when regarded as a measure for refanding 
local obligations. The rat« of interest was, on tho average, 
6 per cent. But could this rate be reduced to 3 per 
cent, a saving would be thereby effected of $6,000,000 ; 
which, devoted to the establishment of a sinking-fund, would 
expunge the entire debt in eighteen years. These figuree 
are a little fanciful, but they well Illustrate the principle 
nndcrlyiug the argument. There is no qnestion but that the 
credit of the Federal government was better than that of 
the States, and, assuming the debts would be wholly paid, 
the country would have experienced a lightening of its bur- 
dens had the debts been goaranteed by Congress. The other 
arguments in favor of the measure may be passed without 

era! gorernmcnt would ossurae the Slate debts, the firm vonld guBraniee >]I tbe 
mone; It might desire at S per oeat; but that it the Stales were left to em- 
trat their own fiuaaccB, the Federal goverDmcnt could secure aa taaonj in Lcn- 
doa at anj price." 

Further evideiice ot the fact is found jn " A Lrtter to a Lailn in /Vonof, m 
Aiuaier lo Eni/uirUi Coneerniiiff llie Latt TmpiUaiunu of Dahonor upon IKt 
IfaUfd Slain," by Thomas G. Caiy, printed in l8^^. SpeaJuDg of this ende«vw 
to seeura subacriptioos to a Fedora! loan, ba sajs (p. SO) : " The cspltaliH* el 
Europe declined lending this; pariljr, perhspB, from real doabts of the Mlidllf 
of our ioatitutiaos, aad partly, probablj, with a view to make us all feel dis- 
credit BO eensiblj, that our national gorernment ehould be induced to assume, 
M it has no right to do, the debti of the delinqiie:it States." 

There is eonsiderable hiatory, In connection with thin question of ■sanmp. 
tiOD in IS4!, that hns yet lo be written. It is always the case when uooddi> 
become involiod that those who cipreaa an interest in clearing them up are 
dialed with diehoneat molivca. Etcd Ur. Webster felt obliged to deny the 
imputatloD that be was retained by the Barings of London to use hia influenca 
in tsvar ot the scheme of aesumption. 

But Mr. Johnson, who is tho rccogniied sponsor for the pinn, declares, with 
his characteristic tnodesty, that " the proposition originated with himself 
alone. ■ ■ ■ I neither borrowed tho idea from any oae, nor counseled with 
any one, nor was aided eiihor dinwlly or indirectly by any human being whal- 
«TW,"— " Report on the Belief of the States," p. 621. 



4 



I 
I 



STATE INDEBTEDNESS BETWEEN 1830 AND 1880. 339 

mention. Tliey aro neither very logical nor pertinent, 
though the preaeutation of them requires a report of nearly 
BIX bandred pages. It is Buffieicnt to say that Congress did 
not look with favor upon the scheme, and the matter was 
dropped. How far the agitation in favor of assumption 
may have influenced the States in deferring the levy of taxes 
for the support of their credit we have no means of deter- 
mining with any degree of certainty ; hut it is not probable 
that the history of local financiering was much changed by 
the labors of Mr. Johnson's committee. 

This chapter of financial history is not of so much im- 
portance in itself considered as in its influence upon the fur- 
ther deselopment of our political aud industrial conatitutions. 
The financial disasters which we have described were fol- 
lowed by a reaction in public sentiment against State man- 
agement of internal commerce, and, as is usually the case, 
this reaction showed strength proportional to tlie strength 
of the policy against which it was aroused. As the people 
had driven their representatives to enter upon internal im- 
provements without caution, so, when taxes began to press, 
they censured them without justice, and disowned the poli- 
cy. This reaction was complete and irresistible, and one 
may discover now, in the structure of industrial society, two 
facts that are traceable to it. 

In the first place, the withdrawal of the States from the^ 
domain of internal iraprovementa marks the rise of corpo- 
rate power in the United States. As in 1S30 the Federal 
government abandoned the thought of direct control over 
remunerative public works, giving up the field in favor of 
local governments, so, during the years from 1842 to 1840, a 
Ision of sentiment turned all this bnsiness over to indi- 
viduals, 80 far from realizing the programme of Jackson- 
ian democracy, according to which the States were to recover 
their administrative importance, this experiment resulted in 
the establishment of a new power, unknown to the founders 
of our goverament, yet intrusted with truly sovereign func- 
tions. The rise of the corporation marks an epoch iu the 
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history of inland commerce. The material advancement of 
the United States duce 1850 no one can nor does one care 
to deny ; yet the industrial, the political, and the social infla- 
encea that have been introduced into national life by the 
precedented growth of corporate power, are the occoaon 
grave apprehension. Cities have been unnecessarily crowded] 
real estate values have been arbitrarily distributed; asocial 
dependence is being introduced not surpassed in its €vil tend- 
encies by any previous form of servitude ; politics are being 
nm in the interests of profit to those aire&dy gorged with 
profit; while, from the political point of view, it is to the en- 
croachment of private corporations, aa much ae to the cen- 
tralijiing tendencies of the Federal government, that the 
present impotency of the State governments is due. It thna 
appears that the financial crisis of the State treasuries was a 
turning-point in the development of national life. 

In the second place, the failure of this policy of internal 
improvements led to radical changes in the coDStitodooe of 
the various States. It requires but slight acqnaintaQce with 
the detailed control of great enterprises to lead one to per- 
ceive tliat any stricture upon the power to borrow money 
curtails the ability of a government to manage canals or rail- 
roads. PrevioTis to 1830, no State in the Union was in any 
way restricted in the employment of its credit ; at the prea- 
ent time, however, there are but three States whose consti- 
tutions do not limit in some way the power to borrow 
money.' Michigan and Arkansas, admitted into the Union 
at the time that the fever for public improvements was at 
its height, incorporated into their constitutions a clause 
making it the duty of the legislatures to establish a system 
of public improvements. The sentiment that spoke in these 
cases through the general conventions of the people fonnd 
expression in other States in current elections, Bnt with 
the reaction of opinion, all this was changed. In 1848, and 
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tlie years following, the new constitntions, as well aa amend- 
menU to the old ones, quite generally prohibited the States 
from having anything to do with remoDerativo works 
requiring capital. Tiiia finds direct expression in the or- 
ganic laws of Wisconsin, Minnesota, and Michigan, while 
many constitutions, by curtailing the power to contract a 
debt, render it impossible for the States to incur those biist- 
neas obligations necessary for the economical prosecution of 
great works. It became the general cry that public works 
should be carried on by private enterprise, and to secure this, 
the States were prohibited from interference. The direct 
connection between these two theories of control is the best 
iUnetrated in the modification of the constitution of lUinois, 
Illinois had undertaken both State banking and State im- 
prorements, and had failed in both. In her new constitution 
of 1848, she retained the clause that internal improvements 
should be encouraged, bnt with this significant modification 
— this was to be done " by passing liberal laws of incorpora- 
tion for that purpose." 

It is my intention to conaidor at length this policy of re- 
stricting the functions of local governments, when all the 
facts bearing on the case shall liave been presented ; for the 
present it is only necessary to hold clearly in mind the three 
steps by which our industrial constitution has attained its ex- 
isting form, and a statement of these stages of growth will 
serve as a summary of the foregoing analysis. 

The people of the United States of America began their 

national life as an aggregation of localities bound together by 

the tie of political interest. They had at first no trade and no 

internal commerce, and for this reason the industrial idea did 

not appear of much importance. The purpose of establishing a 

po1iti«al sovereignty claimed the attention of early statesmen, 

and industrial interests were made in all respects subordinate 

1 to political considerations. In this relation of the two inter- 

[ ests to each other — the political and the industrial — do wo 

I find the explanation of tiie fact that, while the States showed 

I great jealousy of the Federal government in the extension 
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of its political powers, they were yet quite willing to oonoede 
to it the duty of developing inland commerce. In addition 
to this general snggestion, there are two Bigoificaot facts 
which the period of history we are now confiidering portrays. 
First, the prevailing sentiment of the time did not deny to 
government agencies the right cf aseamtog control over in- 
dnstrial enterprises. Second, the policy of internal improve- 
ments by the Federal government broke down under the 
BtresB of legal criticism, and not because the purpose of Con- 
gress failed to meet the approval of the public. The doc- 
trine of laitaes-faire, so far as matters of internal organiea- 
tion were concerned, had not then many converts io thiB 
country. 

The second step in the development of the industrial o 

fititution was taken when the Federal government gave t, 

to the States the dutjiW providing for internal commerce 
and for the issue of b^k notes. The transfer of tlieee duties 
was typical of the sentiment which then prevailed. As wbl^ 
have seen, this experiment by the States proved a failm 
and, becanse of the financial disasters which follow^, ' 
entire business of internal improvements was passed over tl 
the control of corporations. It is this transition which raarkBl 
the beginning to the third period of industrial development^ 
in the United States, and it is at this point in the histwy of ' 
administration that the financial operations of the common- 
wealths cease to be of much importance, while that of the 
Icities and minor eivil divisions is forced into prominence. 
rKy own opinion is, that it was a mistake for the States to 
' abdicate certain sovereign functions in favor of private cor^ 
porations, for the evil§ thus incurred have proved greater than 
I the evils escapedy but the soundness of snch a conclosion 
■ can only be determined after a study of the financial devet 
opmcnt of the minor civil divisions. 
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MUHICIPAL INDEBTEDNEaS. 

We come now, in the course of onr stndy, to consider the 
debts of cities and minor civil divisiona. The general facta 
pertaining to this elasa of obligations in the United States 
have been already presented, and the development of local 
indebtedness to the time when mnnieipal governments came 
to the front has been traced. It can not be said that any 
serious danger attended the use of local credit previona to 
1805, In 1840, the debts of cities amounted to little more 
than $25,000,000, and there appears to have been no flagrant 
abuse of authority on the part of those controlling municipal 
affairs. It is quite possible the disasters attending the en- 
deavor of the States to carry on public works may have kept 
the inferior governments to a conservative fiscal policy. So 
late as the year 18(50, the bonded indebtedness of the cities 
containing a population of 7,500 and upward was but $51,- 
000,000, and the total of local obligations resting upon the 
minor civil divisions could not have exceeded $100,000,000. 

But from this time on, tlie practice of municipal borrow- 
ing seems to have spread with great rapidity. By the year 
1870, the combined debts of cities, towns, counties, and 
school districts amounted to $515.800,000 ; and during the 
ten years that followed, $306,300,000 were added to this sum. 
These figures, It ahould be noticed, represent the amount of 
outstanding obligations less sinking-fund accumulations. 
The total bonded debt of the inferior corporations was, in 
1880, $822,100,000. 

It reqnires bat a alight consideration of the centers from 



8U 



LOCAL DEFICTX FLVAJi'CIEEISO. 



which this grand total has spniDg to perceive that the largw 
portion of exietiog local obligations is chargeable to the 
cities and large towns. The sum for which the counties anj 
responsible ia $123,800,000, and this ia leaa bj 164,000,000 
I than the amoant due in 1870. The township debt in 1880 
was $31,600,000 ; the debt of the school districtB was $17,- 
500,000 ; while tljat of the towns and cities with a popnlation 
of less than 7,500 was $55,800,000. From this it appears 
that the 311 large cities and towns in the United States are 
reeponsible for considerable more than half of all local del 
Nor do the above fignres adequately pr^ent the tendent 
toward the employment of credit that comes with increasioft 
density of population ; as between the dtdes themficlves, 
greater looseness in tiscal methods may be observed as rnani- 
oipal numbers extend. The average per capita debt of all 
the cities in the United States is $51,15. Twenty^>neof theee 
cities contain each a population of 100,000 and over, aod of 
this number there are but five that fall below the average in 
their per capita indebtedness, while tlie obligations of many 
of them pass far beyond that of the average city. Thns tfie 
per capita debt of Jersey City is $127.45 ; that of New York 
city ia $90.71 ; that of Pittsburgh ia $90.38 ; that of Provi- 
dence is $89.39 ; while Cincinnati, New Orleans, Phikd^ 
phia, and others, do not fall far below those already men- 
tioned- From a careful analysis of local financiering for the 
ten years following the year 187fl it is observed that the 
rate of increase of indebtedness in large cities stands to the 
rate of increase in small cities in the ratio of 187 to 98.' The 
twelve cities taken to represent the former class are ITew 
York, Philadelphia, Boston, Chicago, Cincinnati, St. Louia, 
Baltimore, San Francisco, New Orleans, Brooklyn, Loais- 
ville, and Pittsburg ; while in the second class are included 
Allegheny, Columbus, Chelsea, Davenport, Fort "Wayne, 
New Haven, Paterson, St. Paul, Taunton, Troy, Utica, and 

' Cf . " R«port ol Iho Comftilsgion to Derige a Plan for the OoTenuneal ol 
the ffitiM of the Bute of Pcmujlvftnit," pp. tM-103. 
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'' Bnrliiigtoii. The comparison of the fiscal cosdition of these 
two claeaea of municipalities is quite interesting : 

I Financial condition of ttoeloe large cities. 
Aggregate increue of debt in tcD^cari IBT poT cent. 
Aggregate incrcasG of T&IuHtion in lea jwrs T4 " " 
AggKBite iocreue of tkintioa in ten ;eu«. 66 " " 
A^regsto increase of population in Un jcara BS ** " 
Amount of diibt per capita of popuUtioD (SQ.SO. 
Financial condition of tioeloe tmaH cities. 
Aggregate increase of debt in ten years 98 per cent 
Aggregate incRiaJ<o of TKloation in ten jean 131 " " 

Aggregate increase of taiation in ten yean ^08 " " 

Aggregate ini-Teaao of population in ten yeara 49 " " 

AnouDt of dtibt per capita of population t26.B0. 

tOne may not, however, properly conclude that the finan- 
cial government of the small citiee ie above criticism, for nut 
a few of them rival their more popnloue nelglihors In the 
reckleesnesa of their appeals to public credit. The State of 
JIfaino enjoys the unenviable distinction of containing four of 
the most heavily bonded cities in tlie Union. The average 
per capita indebtednesa of all her citica is S!>8.78. Bath, & 
little town of about 8,000 inhabitants, bears a per capita debt 
of $216.69; the per capita debt of Bangor ie H57.87; that 
of Portland is $127.84 ; that of Kockland is $139.88. The 
condition of Elizabeth, New Jersey, is well known. With a 
population of 28,000, she owes more than $5,000,000, which 
is a per capita charge of $11)5. The consequence is that the I 
value of her property has rapidly deteriorated, and that a | 
city whose position presents many attractions for the eatab- 
lishracnt of a wharfage and loading bnsineee has ceased to 
grow. 

fit is also a significant fact that municipal debts have 
grown more rapidly than taxable property or population. 
According to the report of the Pepnsylvania Commiaeion, 
a carefully prepared table showing the increase of popula- 
tion, taxable valuation, taxation, and indebtednees of fifteen 

L. i 
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of tlie principal cities of the United States, from 1880 fai ' 
1875, exliibits the following reBnlts : 

locrease in popuIulSoa ,. . . TOS per cesL ^^^ 

Increase ia Uuble raluntitm ISti-e " " ^^H 

Increue in debt STOtt " " ^^H 

luerMsala lu&Iian 3A3-S ** " ^^H 

Such facts as these might be mnltiplicd withoat limit, hot ' 
eo frequently have they been brought to pnblie notice that 
they are no longer regarded witli eiirprise, although they may 
be read with solicitade. Nor will it aid my present purpose 
to dwell longer npoD the recital of details. The main fact 
is Bufficiently well recognized. The States hare ceftsed to 
employ largely their public credit, and the cities and minor 
civil divisions have come forward as the chief borrowera of 
money. It is the aim of the present chapter to seek an ex- 
planation for this recent change in the balance of local in- 
debtedness, and to correlate this tendency with other observed 
fecte of national and social growth. It is essential that this 
tendency be well nudcrstood, for then only can its true char- 
acter be determined. Is it open to full condemnation, or 
may it in part be commended 1 So far as it comes nnder jnet 
censure, wherein lies the responsibility for the evils which it 
entails, and wbat b the nature of the remedy that may arrest 
the further extension of so dangerous a tendency t Saeh are 
the questions that now claim our attention. 

The financial administration of local a&ira in Englaod 
and France discloses the same tendencies respecting the use of 
credit as make tbeir appearance in the United States. This 
fact is of considerable importance, for it leads us to eicpect 
that the causes responsible for this tendency are, in part at 
least, of a general rather than a local character. In France, 
for example, the departments were wholly free from debt 
until the rise of the second empire, and the eomrannee were 
but moderately burdened ; but with Napoleon IH came 
lavish expenditure of borrowed money throughout the entiiB i 
country. By the year 1869, the commnnes, exclusiTe t~ 
the city of Paris, were indebted to the sum of 534,000,0' 
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; in 1S72 these obligations liad increaeed to 710,800,- 
000, and in 1S76 to 757,400,000.' The debt of Parifi grew 
with eignifieant rapidity upon the eBtabliBbment of the im- 
perial govemment, nor can it be Bai<I that the aduiiitistra- 
tion of the repnblic has in any degree checked the tenden- 
cy. In 1865 the indebtednesa of the capital city was bul 
60,000,000 francs; in 1872 it bad increased to 1,130,000, 
000, and by 18S0 bad attained the enormous figure of 2,295, 
000,000.* The principal branch of mnnicipal expenditure al 
the present time is chargeable to the account of interest 
and einldng-fund, deruandiDg annually nearly 100,000,000 
francs.* 

In England the same tendency ia to be observed in the 
adminbtration of local affairs. The indebtedness of England 
and Wales, secnrcd by local rates and dues, was in 1880 
£137,000,000, being an increase of £73,600,000 in nine 
years. The local indebtedness of Scotland in 1881 was £16,- 
300,000.* The per capita debt of Birmingliam is £14 j of 
Manchester, £10; of Leeds, £13.* The cities of Northern 
Italy have followed in the same path, wbile those of Ger- 
many, although less encumbered than in other eouiitriea, pre- 
sent many instances of growing indebtedness. In view of 
encb facts, it is nsiiless to suppose that local causes can ade- 
qoately account for the rise of local debts. 

Still, the following explanation of local indebtedness holds 
closely to facts as they present themselves in the United 
States, general causes being admitted only bo far as they are 
clearly exemplified in the history of this country. And it 
may be well to state at the outset the conclnsions that will he 
reached. As the matter lies in my own mind, local admin- 
istration, during the last twenty-five years, has been largely 
shaped by three facts. These are as follows : 

' " fclude >ur la GeBtion Finnnclbro en Fnacc dcpuis 1811," Kool, p. T6, 

• Mirtin's " Year Book," 1884. 

•"Tbe Condition of Ninons," 0. Fr. Kolb. pp. 319, iZO. 

* "Fcnn on the Pond*," 1888, p. 39. 

^ A. J. Wilfloa in " Nineteenth Ccnlui?," K. 6.. Tol. ixit, p. 4ia 
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1. The rapid growtli of urban population has imposed 
new dutiee npon those who adminiBter local affairs. 

2. Tlic refusal of the Eeveral States after 1S45 to further 
aseiet in the opening of highwajB of commerce, forced the 
private corporations, into whoae hands the business fell, to 
present their appeals for assistance to tiie minor civil divis- 
ions. 

3. The imperfect development of administrative mcthodtj 
under democratic rule has invited corruption on the part 
local officials. 

In the somewhat extenEive literature upon this anbject, 
many other causes have been assigned for the facta Doder 
consideration, but it is behaved that all, so far as the; are 
pertinent to the case, may be referred to one of the three ex- 
pressed above. These will claim our attention in the order 
in which tliey have been presented. J 

Local Debts as Ivfiuenced hy Rapid Jiierease of Urhamt 
Population.. 
Many forces have contributed to introduce changes into 
the social and industrial life of the nineteenth century^ bat 
none have exerted a more marked influence than the devel- 
opment of steam transportation.' Distance has been anni- 
hilated so far as trade and commerce are concerned, and iho ■ 
choice of a spot wlicre men shaJl build for themselves I 
home is largely independent of a country's topography. 
the same time that new lands have been rendered available ' 
for agrienlturaJ purposes, new methods have been discovered 
for working them, and in this manner the productiveness of 
agricnltnral labor has continaally increased. There is thns 
presented the possibility of a more rapid growth of urban 
than of rural population. The United States is properly 
said to be an agricultural country ; yet dnring the last thirty- 

' For an intcreatiag prmenUtion of IMb Bobjcct, compare " La TnuuIOnna- 
tioa dci MojenB de Transpart, «t dei Cana6qaenee8 ^oonomiques «t Sodals," bj 
Alfred da Forille. Also " Nalionatiikonomik des Bimdeli und GewerbSewKs," 
b; Wilbolm Boscber, P. I, clu. x a&d loUoHing. 
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five years the city population has increased from twelve in 
the hundred to twenty-five in the hundred. The following 
table, taken from the censos of 1S80, shows the proportion 
of urban and rural population for each decade since 1790. 

Tabh shaviing the vrban populaUion of the United States, 
1790-1880. 
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This movement, shown in tlie fibres here presented, is 
not confined to the United States, but makes its appearance 
in all countries that have adopted modem methods of in- 
dustry. Between the years 1S33 and 1S73, the nine chief 
cities of Europe doubled in the number of their inhitbitants. 
Nor can this increase in city population be aseij^ned to the 
CTCcess of the birth-rate over the death-rate in the cities them- 
aelves. The towns grow because they feed upon the country. 

An estimate, based upon returns from thirty-one of the 
largest cities of Europe, shows that of every thousand increase 
in urban population, two hundrod and fifteen only spring from 
excess of death-rate over birth-rate. The census of 18S0 
shows the same tendency to exist in the United States. In 
very many parts of the country the little towns of eight or 
ten thousand inhabitants are drawing from the country anr- 
rounding them, so that in many localities the farming people 
are actually decreasing in numbers even in agricultural eom- 
mnnities. This is the case, for example, in the southern tier 
of counties in the State of Michigan. 
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But of what significance is ttie movement of ] 
from the country into the towns to the question of local in- 
debtedness? There is, of course, no neceseary relation be- 
tween these two fai;ts, although, nnder the infiueuce of preva- 
lent ideas respecting tlie funding sjstem, and taken in con- 
nection with existing rules of manicipal control, the one 
appears to follow naturally from the other. As cities grow 
in numbers and area, new daties are imposed upon their gov- 
ernments, and new sources of expenditure are conetantly 
opened ; and the temptation is great for cities to find imme- 
diate relief by drawing bills upon the future. 

There are those who claim that the natural result of an 
increjise in population is a decrease in the necessary bnrd^iA 
imposed upon those who pay the taxes, a view clearly pre- 
sented in the following quotation : 

^ Every increase in the population of a city, and enlarged 
area of assessment, should normally result in a decrease of debt 
per capita, and a decrease in taxation ; because both the natn- 
ral increase of the population and the increase in taxable valu- 
ation of properties would natnrally create economies in all the 
services rendered to a great city which the municipal adminlfl- 
tration nndortakes to supply.' ■ 

If we accept this view of tiie case, it is right to conclude I 
that the natural result of increasing numbers is a fall in the " 
rate of taxation ; bnt it is doubtful if such a claim can be 
maintained, for it rests upon the nssnmption that the growth 
of a city means merely the extension or duplication of what 
already exists. This, however, is far from correct. When a 
city or a town doubles its population, its originiil personality 
is lai^ly lost. It has changed its character as a city, and is 
no longer confined to the wants it once felt, nor amenable to 
the rules that once controlled itB councils. As localities como 
to be more and more densely settled, not only are new duties 
imposed upon their governments, but the performance of 
accustomed duties requires greater care and expenditure. The 

' Cf. " Oitclopfficliii of Political Sdance," &rl[clQ on " AdmimaU&tJoa o( Anter- J 
icaa Qtles," bjr Simon Stcmo. B 'I 
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L of tbe police department, for example, must be 
proportioTiallj more rapid than tlie growth of a city iii num- 
bers, for density of popalation breeds crime. The eame Is 
true of the health department. Disease springs from filth, 
and filtli is the natural consequeuee of crowded quarters. 
Cleanliness can not be expected, where many people are 
packed together, unless made the care of the government ; 
and the difficulty of keeping a city clean is increased as tene- 
ment-houses multiply. Iq a small town the demand for 
water may bo cheaply met ; but double the numbers, and a 
sufficient witer-eupply frequently becomes the occasion for 
great expense. It is tbe same with sewerage, streets, and 
pavements. Dirt roads and surface drainage do not answer 
for populous cities. New wants, also, are developed by 
growth. A counti^ viUage, where land is cheap, and each 
house may be surrounded by its grass-plot, is in no need of a 
pnbUc park ; but in a densely crowded city these breathing- 
places are essential for morals as well as health. There are, 
too, many forms of gratiiication which lie beyond the purse 
of a small community, but which may be enjoyed at slight 
expense to each citizen when large numbers combine in pay- 
ing for them. Such are public libraries, the higher grade of 
education, public driving-parks and boulevards, city decora- 
tions, and tbe like. It ecems, then, that the legitimate needs 
of a growing city extend at a more rapid rate than the 
growth itself. A developing society must of necessity 
make continually larger demands upon government, for the 
principle of common property under public management ex- 
tends to new objects, and embraces new purposes, as a com- 
munity grows in numbers or in riches. It is then hardly 
correct to say, as the author from whom we have quotfd has 
Baid, tbat " the natural increase of the population . . . would 
naturally create economies " in the services rendered by the 
government. The natural result of an increase in popula- 
tion is to create new wants, and to demand an extension of 
tbe tax-levy. 

But again, the conclusion that economy comes with an 
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increase of municipal nmnbers erroneously ofisames tBsTi 
principle of division of lalwr is of extensive application in 
the business of government. In many forms of manufact- 
uring it is true tliat the larger the number of laborers em- 
ployed the lower the cost of prodaction. There is ecoaomj 
in union of actjon, and union of action is always po^ble 
■when there is an assured market for the service rendered. 
But it is equally true that this economic principle is limited 
in its application. I^ot all forms of aseful service can be 
rendered cheaper when rendered for a large constituency, 
and among the notable exceptions to this rule is the business 
of government in many of its branches. There is, therefore, 
no reason to conclnde that the growth of a city will naturally 
lead to a decrease in the^r oapiCa expenditure, even though 
we leave out of the account the extending duties which 
growth imposes. 

The question here brought to view is a very importuit 
one, and should be considered in all its phases. Following, 
then, a step further the opinion expressed by Mr. Sterne, we 
are led nest to inquire if " the increase in the taxable valn*- 
tion of properties naturally creates economies in the services 
rendered to a great city"? The facts pertaining to valua- 
tion of taxable property do offer some support to such a con- 
clusion. It is in general true that the average wealth of 
citizens increases with the increase in municipal numbers, 
although it is very easy to overestimate the importance of 
this fact. It baa been estimated that theper capUa vala»- 
tion of property in the larger cities increased 50 per cent 
from ISfiO to 1875 ; but no reliance can be placed upon sadl 
a conclusion as indicating normal tendencies in values, be* 
cause the period considered includes the years of civil war 
and paper currency. A similar estimate, including in its 
view the ten years following 18C5, shows the increase in per 
capita valuation to be but 23 per cent, while for second-claes 
cities the tendency seems to be in the opposite direction. It 
is, of course, impossible to lay down any rule by which the 
increasing needs of cities in general may be measured sgainst 
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their increasing ability to pay cash for eervices rendered ; 
but there is mucli reason for believing tliat tbo legitimate 
demands of a growing city will outrun ita ability to provide 
for them while maiutaining the eame rate of taxation. If 
this bo accepted aa correct, one can not eay that an extension 
of the baaia upon which taxes are computed will "create 
economics," althoagli Euch influence as it exerts lies in that 
direction. 

But, notwithstanding increased valuation, there are epe- 
cial reasons why growing demands invite an appeal to loans. 
The riches that come to a city with extension of numbers are 
unequally diatribnted. The average wealth of the commu- 
nity may increase, but the ability of the average man to pay 
taxes decreases. It follows, therefore, that an extension of 
the tax-levy, consequent upon an increase in numbers, calls 
for payments in continually larger amounts from those who 
are wealthy; and it is this consciousness of increased bur- 
dens, taken in connection with the knowledge that munici- 
pal growth extends business and enhances the vaino of real 
estate, which inclines mon of wealth so readily to acquiesce 
in an issnc of bonds. 

The mention of the words real estate suggests another 
reason why ambitious cities are so willing to incur heavy in- 
debtedness. In new and rapidly developing communities 
there is always an opportunity for men who have secured an 
interest in the soil of a particular locality to make large 
Bums of money if only the tide of migration may be allured 
to come their way. The motives that lead men to select one 
spot as a home rather than anotlier aro frequently very 
slight, and sometimes without basts. A good pavement on 
the street, a fine scliool-house, a public park, an imposing 
court-house, or any public work that indicates what business- 
men call " enterprise," will be apt to prove more persnasivo 
than the boast of a "slow town " that her finances have been 
conservatively managed. Ijind agents must be furnished 
■with fitting topics of eloquence ; and if Nature has bestowed 
her bounties with equal hand, so that one locality is very like 
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another, these Babjects of diacourse must be artificiallj pva>1 

Tided. Iq this maimer it comes about that the bonding of a 
town, and the expenditure of the money procored in ehovj 
■works, is the occasion of acttial gain to those who specohite 
in real estate ; for the public burdens are iu the beginning 
but alightly increased on account of the money borrowed, 
the money is expended bo as to allure eettlement, and this 
seenrea a market for real propei'ty at constantly enhanced 
prices, 

The mischief of such a procedure would not be eo great 
if confined to a single town, but there is no reason why 
neighboring localities may not adopt the same tactics with 
the same end in view. In such a case, it is known that sno- 
cess depends upon the comparative excellence of the sh.iw- 
ing, and there consequently springs up local rivalry in the 
building of pnblic iuiprovemente and in lending public 
credit to private corporations. It is troe that this policy 
may be carried so far as to defeat itself, for the settler is not 
blind to the fact that the bonds of a city are an incnmbrance 
upon any property he may acquire within its limits. But 
whether successfully managed or not, it results in a great in- 
crease of unnecessary debt, and it can not be denied that 
many of our smaller cities and towns can trace the origin of 
their debt to the agitation of speculators in real estate. In- 
deed, we are fully prepared to accept the testimony of the 
Pennsylvania Commission of 187S, " that the undue accnma- 
lation of debt in most of the cities of the State of Pennsyl- 
vania has been the result of a desire for speculation on die 
part of owners of property themselves." ' And in explana- 
tion of this it is added: "Large tracts of land outside ii»m 
built-np portions of cities have been purchased, combination! 
m-ide by men of wealth, and councils besieged, until theyj 
have been driven into making appropriations to open and im- 
prove streets and avenues largely in advance of the real nft- 
i of the city. In many of these cases, owners of 
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property need more protection against tliemselvcs than agaiiiBt 
the n on -propert J -holding clasB," 

The uuprecedented gi-owth of urbfln popnlation since 
1860 is not urged as an apology for the funding Byetem in 
local a&irs, nor &s a defense of those who have controlled 
municipal admiuistration. But certainly the facts recited 
ehow how great is the temptation to issue municipal bonds. 
New demands constantly arise, and taxes rest upon those 
who have money with constantly increasing weight. Prop- 
erty meantime rises in value, and business of all sorts ex- 
pands. Under such conditions it does not seem inexpedient 
to mortgage the future prosperity of a city. The readiness 
with which credits are voted is one of the natural resnlts 
of that optimism always felt by members of a growing cor- 
poration. 

Local Debts in their Relation to Development of Highways 
of Commerce. 

In further explanation of local debts, it will be necesBary 
to continue onr study of the last chapter pertaining to public 
asslBtance of railroads and canals. As will be remembered, 
the course of financiering there portrayed came to a disastrous 
close. The Stnto treasuries failed to meet their obligations 
oat of the ineouio of such public works as had been estab- 
lifibed, and the people found themselves burdened with in- 
creased taxes to pay the accruing interest on " public improve- 
toent bonds." This occasioned a revnlsion of feeling so in- 
tense that the organic laws of many of tbo States were 
radically modified, and the entire control of artificial high- 
ways of commerce was thrown into the hands of private 
corporations. While the lesson of this failure was fi'esh in 
the mitids of the people, there appears to have been no de- 
mand that governments should employ their sovereign credit 
to collect capital for public works. 

It was not long, however, before the public again appealed 
to governmental ngeuciea for direct assistence in reclaiming 
new territory. The Federal government responded most 
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■willingly, by making liberal appropriationa of lands to rail, 
road corpo rati oils, and the States, althongh prohibited hj 
their organic laws from rendering direct assistance, yet dis- 
covered a way of granting material aid. The minor civil 
divisions were not included in the disabling acts of tlie new 
or amended constitutions. Being creatures of the kgiala- 
tures, their powers were determined by the legislatures, and 
it was no difficult task to obtain for them authority to issue 
bonds in favor of private corporations. Such a method of 
procedure appears to me to have been wholly without de- 
fense, but upon that question we can not now enter. As a 
result of this policy, we find that in ISSO township and city 
bonds amounted to 1^1 85,000, (XiO, being a enm equal to one- 
sixth of the total of local indebtedness. Nor did this per- 
nicious tendency stop with the issno of railroad bonds. 
Credit-fiaancicring as a part of local administration became 
familiar to the people, and it was but a stop to the con- 
clusion that other enterprises more nearly of a private na- 
ture might rightfully receive the assistance of the local 
treasuries. 

Bat it may be asked : What right has a legislature to aa- 
thorize a township or a city to do that which by public law 
it is itself prohibited from doing J This is a question that 
baa been raised in many of the States. When presented to 
the Supreme Court of Michigan it was held that the legis- 
lature possessed no such authority as it had assumed, and a 
law empowering towns to loan their credit for private pur^ 
pose was declared unconstitutional. The Supreme Court of 
Iowa pronounced a similar decision, but this decidon vraB 
afterward reversed. In many other States the same point 
was raised, but in all, with the exception of Michigan, the 
courts were subservient to the manifest wish of the people, 
and supported the laws granting to mnnicipalitics the power 
to issue railroad bonds. And there is, in truth, much to bo 
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■Sid for such decisions, for, after all, tlie decision of a court 
is but the conservative expression of tbe popular will. 

It is not, however, with a view of di«!iieBing the legal 
principle involved that this question was brought to our 
notice, but rather to show that the relation here traced be- 
tween the restrictions imposed upon the States by their con- 
Btitntione, and the issue of local bonds for granting assistance 
to rMlroads, existe in reality, and not in fancy. It is found 
in the legal thinking of the country, and makes its appear- 
ance in many of the casoa brought before the courts which 
involve the validity of railroad bonds.' It is not, then, an 
accident that the expansion of local credit took place almost 
immediately after the States had been shoved off the stage 
of indaetnal action ; indeed, one is warranted in the sugges- 
tion at least that, had the States been free from the legal 
restrictions imposed upon them by their constitutions, the 
inferior govemmenta would never Wave been thus forced to 
respond to the popular clamor for a collection of capital 
by governmental agency. 

Zocal DebU in i/ieir Belatwn to Questions of Local Govern- 
ment. 
It is probable that the large majority of men regard cof- 
rupt practices in the administration of cities as the main 
Bource of loeal debts, and it is unfortunately true that cor- 
ruption in politics is in large measure responsible for the 
evils of local financiering. Perhaps no municipality has suf- 
fered more from falling into the hands of jiolitical Philistines 
than the city of New York. This eity was ranlctetl of J15,- 
000,000 in a single year by a corrupt ring of officials, and it 
is estimated that one half of her present debt is due to ex- 
travagance and fraud. Other localities have suffered in the 
Bame manner, though possibly in a ]e«s degree. But an 
investigation into municipal indebtedness, which proceeds no 
further than to lay bare the fact of polilical corruption, can 
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not hope to add any pertinent suggestion for tbe Boladon of 
the problem of local government. It is believed that tbe 
analyaifl which follows does take one st^p in adranee of the 
views commonly held. Admitting official cormption to be 
directly responeiblo for mnch of the loOsenees'in financial 
administration, it points to the fact that the present oi^aniia- 
tion of cities, and the exiflting strnctare of society in which 
tbey are imbedded, invite to sach corruption. This is an im- 
portant fact if trae, for it shows thW the problem of local 
government ia not an isolated problem, but rather a Bab<»^ 
dinatc part of the great social problem now pressing so 
nrgently for solution. 

But, before undertaking to show the ground upon which 
Bucb a claim rests, it may be well to notice some of the cur- 
rent proposals for introducing honesty into municipal affairs. 
And first, what can be said of the cry that politic* must be 
purified S This is undoubtedly true. Tbe purification of 
politics is a coutinuous task, like the cleansing of the streets 
of a great city, or the renewing of a right purpose within the 
human heart. The common meaning of this phrase is that 
"good men" should be elected to office, bot the inadequacy 
of this as a practical measure will at once appear when one 
asks who these " good men " are whom it is proposed to in- 
trust with public affairs. They are always men out of office, 
and most frequently raeii whose tastes do not incline them 
to undertake a public career. Indeed, as things now are, the 
fact that a man is desirous to secure an electioTi is presump- 
tive evidence that he is not the " good man " whom the peo- 
ple want. It seems, then, that purification of politics means 
that certain individuals should Bacrifiee their personal inclina- 
tions to the public good ; while those to whom public dntiee 
are agreeable, and who for that reason might be expected to 
serve the public well, are on that account to be forced into 
the backgroimd. It is true that exigencies may arise when 
every citizen should be willing to make personal sacrifices 
for Uie public good ; but there must be something wrong & 
a society whose normal welfare demands continual t 
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for a tmly organized society sLould pay just regard to the 
personal incUaations of its tDembers. There is, in truth, noth- 
ing tangible about this phrase, purification of politics. It iB 
largely cant, and is as frequently used by corrupt men as by 
men of honeat purpose. 

Perhaps the most popular remedy for corruption in 
municipal affairs is found in the claim that city suffrage 
should be placed on a property basis. This proposal presents 
itself in many forms, but the principle involved in tbera all, 
as also the reasoning upon which they all rest, is the same. 
Among the most conservative of these proposals is the one 
found in the report of a eommiasion appointed by the Gov- 
ernor of the State of New York " to devise a plan for the 
govcmmont of cities," It was proposed by tliis commis- 
eion that a "Board of Finance" should be elected in every 
city of the State, In cities containing over one hundred 
thousand inhabitants, this board was to be elected " by elect- 
ors of the city (otherwise qualified under Article II of the 
Constitution) who shall, for two years next preceding the 
election, have paid an annual tax on property owned by them, 
and officially assessed for taxation in snch city, of the as- 
sessed value of not less than five hundred dollars, or shall 
have actually paid during the same period a yearly rent for 
premises in said city, occupied by them for purposes of resi- 
dence or lawful business, of not less than two hundred and 
fifty dollars." For cities containing a less number of in- 
habitants, the pecuniary requirements for the privilege of 
guffrage were somewhat modified, bnt the principle stated 
wna applied to all. It was further provided that all initia- 
tive in matters pertaining to expenditure and taxation 
should rest with the "Board of Finance," Objections pre-, 
eented by the mayor could be disregarded, and it was specifi- 

Ically stated that " no power vested in the Board of Finance 
ahall be conferred on or exercised by the Board of Alder- 
men." 
It requires neither extended reading in history nor a 
penetrating knowledge of practical affairs to perceive what 



gUO LOCAL DEFICIT FIJJANCIERDIG. 

this proposal means, T!io man wbo liolds the porae-etriti^ 
wields the ecepter. Acd since this board is created bj votet 
representing property, the riisolt of granting it suthori^ 
vonld be to establish city government on a property basis. 
Such a proposal demands careful scrutiny before it can meet 
with hearty approval. 

Admitting for the moment the principle involved, U is, 
under present conditions, impossible to restrict snSrage to 
property owners. The people in the United States regard 
manhood suffrage as the bulwark of personal liberty; and, 
looking into past history, which after all is the source of 
popular prejudice, whether among the learned or the igno- 
i*aDt, they have reason for each a belief. But this plan of the 
New York commission proposes a curtailment of eii£frage, a 
measure wliich can only be carried through by the exei 
of suffrage. The question ttien resolves itself to tliis : Wi 
men vote to deprive themselvflB of the right to vote i 
only chauce of securing such a reform lies in the fact 
laws governing cities emanate from the State legislature, uid 
that this body may for a time be dominated by those who 
live in the country. But who, knowing the jealousies that 
exist between country and town, can hope for a permanent 
law restricting in any degree the political rights of citizens 
in mnnicipalities ? For it must be remembered that the mi 
whose privileges are thus cnrtailed in the cities would si 
be voters in all State elections, and, this being the 
may be sure that the question of municipal snffrage wool 
not quickly disappear from State politics. The plan is alto- 
gether impracticable. The only path to restricted suffrage 
in this country lies through two revolutions : the one result- 
ing in the establishment of a Dictatorship, the other in the 
re-establishment of a Republic in which votes shall repre- 
sent wealth. Tliey who are not willing to adopt drastic 
remedies of this sort, but who yet advocate that proper^ 
owners in cities should control all finance bills, err in the 
same manner as a physician who prescribes medicine 
strong that the stomach of his patient can not retain it. 
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Bnt can we admit the principle involved? The line of 
reasoning wbieli favors tlie propoeal to restrict municipal 
flnffrage to property ownere is, upon its face, quite plansible. 
It starts from the assumption that the duties imposed upon a 
city government are eitlier political in their nature, or per- 
tain to the co-operative manageiueat of private property. So 
far as these municipal duties are political, it is admitted that 
all citizeos should be granted a voice in their control ; but bo 
far as they pertain to property, it is thought to be an imper- 
tinence on the part of men without property to interfere. 
This argument is nowhere better formulated than in the in- 
teresting article by Mr. Simon Sterne already referred to. 
The author supports his ca^e with intellectoal vigor and 
many references to history. 

Two mistaken roads [says Mr. Sterne] seem to have been 
followed in all legislation in tliia country as to cities, and 
which have resulted in disaster. InsuiScient analysis has pre- 
veuted our people from seeing tfaat a city is at one and the 
same time a decentralized portion of the general government 
of the State, and a co-operative organization of property owners 
for the administration of private property. The mayor, when 
he enforces an ordinance for the preservation of the public 
health ... is a public State officer deriving his authority from 
the suffrages of the citizens in whose midst he holds sway. 
The mayor, when he signs an ordinance for the grading and 
regulating of a street between certain avenues, ... is a mere 
instrument to make and enforce a contract between property 
owners. [The people who own the property through which 
Streets are to be cut can not come to an agreement,] and there* 
fore the law makes contracts through the instrumentality of 
the mayor for them.' 

The author then proceeds to analyze the various dntiea 
commonly imposed on public officials, and to label one set 
public and the other set private. Street lighting, for ex- 
ample, is undertaken by the local government in its capacity 
as the representative of property ownere ; the police power, 
on the other hand, is regarded as a power distinctively gov- 
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emmeBtal in character. In support of such a distinction, the 
author refers to tic fact that in olden times rich people used 
to hang lanterns out on the corners of their lionses, and hire 
linkboja to carry torches before them on dark nights. This 
appeal to history, however, is nnfortunato. The truth with 
regard to public lighting is that this Eervice was brought 
under the control of municipal govemnient in order tl 
more perfectly to administer the police duties. It is 
'cause a lighted city prevents crime, and not because it 
disagreeable for one with polished boots to step in tl 
mud, that public lighting b supported from the proceeds 
taxes. 

We can not, however, trace the course of this argument in 
detail. Though it presents several inconsistencies, and 
though it makes in'elevant and inaccurate appeals to history, 
the chief criticism that lies against it consists in the errone- 
ous conception of government upon which it is built. All 
clear thinking on matters pertMuing to government must be- 
gin by recognizing that the state is the repository of the coer- 
cive principle of society, and that this constitutes its only ee- 
Beutial and permanent characteristic. It is necessary that force 
should be employed for the performance of any duty calling 
for the general consent of large numbers of men, and wher- 
ever one may trace the exercise of force, according to estab- 
lished law or custom, there he discovers state agency. It 
is unnecessary to prove this, for it is the fundamental con- 
ception upon which all civil jurisprudence rests, and finds 
expression in the writings of all publicists who manifest a 
just appreciation of personal rights. Holding, then, this con- 
ception firmly in mind, is it not illogical to say that a " co- 
operative organization of property owners " can ever rise to 
the dignity of a city government i The rights and duties in 
a co-operative organization rest upon contract between the 
several members, whereas the rights and duties of a city come 
from a sovereign state and find expression in a charter. It 
is inaccurate to say that a mayor can, under any circnm- 
stances, become "a mere instrument to make and enforce a 
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contract between property owners." Such a statement con- 
tradicta the legal conception of a contract, which decianijs 
that all obligations which it records should be willingly as- 
Bumed. Evidence of undue influence will defeat a contract ; 
and certainly compliance with the wishea of a majority under 
threat of legal penalty can not be cited as holding even the 
remotest analogy to a contract The truth of the case pre- 
sented in the argninent from which we have (quoted is, that 
the mayor administered a law for the taxing of property 
owners, which law was enacted by the legislative body of the 
city, which body was authorized to legislate by the estab- 
lished powers of the State, which State derived its powers to 
grant snch authority from the sovereign people. This act of 
the mayor, therefore, as every act of a public official, is 
rooted in the source of all public authority, the assent of the 
people. Nineteen property owners can not unite and coerce 
a twentieth property owner, but they can secure in their 
favor the exercise of the coercive power of government, by 
the adoption of well-known legal methods. The truth is, 
that a city constitutes an oi^anic part of the general state, 
and can not be torn from the frumework in which it is 
imbedded, nor is it possible to separate the duties assigned 
to it into governmental and private, since they are alt govern- 
mental, resting as they all do upon the sovereign power of 
coercion. To hold the contrary view involves one in the 
error of endeavoring to define a state according to the func- 
tions performed, an endeavor which both history and analysis 
declare to be impossible. 

I can not think this argument, resting upon the assump- 
tion that a city is an association of property owners, presents 
the considerations in favor of restricted suffrage in tlieir 
strongest light. It is weak because built upon an crroneons 
premise, and in this country it mast be ineffective because 
addressed to the prejudices of a class. The more candid, as 
well as the more consistent argument, proceeds from an 
analysis of tlie nature of all rights and privileges expressed 
in law. Such rights, whether political or proprietary, are 
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grants from sociut; to individntilB, made because it is be- 
lieved tlio highest good of eocietj and of individuala will be 
thereby promoted. This is the indaetrial defenfie of priTate 
property as againet communal or national property, and it is 
the only logical ground for restricting control over public 
affaire. Could it be shown that, in the long run, there le 
greater likelihood that virtue, and honesty, and a proper care 
for the moral claims and general interests of all sorts and 
conditions of men, woald reside with the property-holding 
class than with society itself, a clear and conclusivo argu- 
ment might be presented in favor of restricted etxfSngi, 
i But neither history nor reason permits one to believe in thft 
beneficent workings of class legislation. Democracy is not 
maintained because it is an ideally perfect form of govern- 
ment, but because the chances are in favor of the exerciee of 
wisdom and justice if all men are secured the privil^eof 
expressiug their opinions. Tlie evils that grow up in eociety 
will more quickly come to a bead, and the process of healing 
will be more qnickly accomplished. Could it then be ad- 
mitted that the immediate effect of restricted suffrage would 
restore honesty to the management of city treasuries, the 
argument even then would not be conclusive, for the ulti- 
mate consequences of such a measure mnst also be taken into 
the account. 

But can it be admitted that the immediate effects 
property representation would elevate the moral tone of cil 
pohtics! The reply of the Pennsylvania commisaon, 
which we have made reference, is pertinent to this qneedonjl 
for it sliows that any limitation of political privileges, 
which the control of city affairs would be thrown into the 
hands of responsible property holders, must proceed bo far 
as to exclude many honest and responsible membcre of so- 
ciety. I 

The provision recommended by the New York oommiaMoafl 
[says this report], requiring the payment of an annual renUt § 
of $250 as a qualification for voting, would, in our State, ex- 
clude [a] very large and reputable class of citizens, while U 
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not exclude the tenaota of low grog-sbops aod other 
disreputable establUbments, who, in most cases, pay a higher 
rent. While il would, no doubt, exclude some of the irre- 
sponsible class, it would also exclude very many of the sons of 
reputable property holders, who would exercise the right of 
franchise honestly and intelligently. 

An additional argument of a praetitral nature is urged 
against tLe plin of restricted municipal suffrage by the 
Fennsjlvania commission. Some share of the debts is 
charged to the interference of the Assembly in local 
affairs. 

Again, it is but fair to say [says this report] that in many 
cases the largest debts have been contracted, not by the author- 
ity of councils, or any department of the city government proper, 
but under the provisions of special acts of the Aiisemhly, ap- 

Eointing commissioners to open streete, park commissi oners, 
uilding commissiona, bridge commissions, etc., passed not only 
without the request of councils, but very otlen against their 
earnest protest. For these, and many other reasons which 
might be given, the commission are not prepared to recom- 
mend a property or rental i^ualitication for votiDg as an ade- 
quate protection agaiust municipal debt. 

I do not expect tliat what has been said will be accepted 
Bfi conclusive against the propoaal of reBtricted guffrage. With 
regard to the impossibility of curtailing suffrage, it will be 
replied that this end may be attained by means of successive 
political combinations. The Trisb may be worked against 
the negroes ; the Germans may be combined against the 
Irish ; the Americans can unite and oust the Germans ; and 
then the '' respectable property owners," will have it all their 
own way. This does not seem to me to bo as practical a 
proposal as the one which relies upon the fact that State 
legislatures are usually dominated by the sentiments of conn- 
try members. "What I have said upon this eubject is readily 
recognized aa suggestive rather than conclnsive. The ques- 
tion touches one of the fundamental problems in political 
philosophy. But it is hoped that enough has been said to 
raise at least a suspicion in the minds of my readers that the 
remedy proposed is inadequate because it is based upon a 
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superficial analysis of social relations. I shall undertake in 
the following diapter to trace the evil complained of to its 
true source, and to make good the claim with which this dis- 
cussion began, that municipal corruption is largely due to 
the imperfect development of administrative methods under 
democratic rule. 



CHAPTER IT. 



POLICY OF HEaTKIOTDJO GOVKENKKNTAX DCTIEa. 

It IB frequently easier to eriticiBe a proposed treatment of 
an evil than to suggeat one more fitting to the neceseitiea of 
the case, and in speaking further of that portion of munici- 
pal indebtednesa which springs from corrupt practiccB, I am 
eapedallj scnsihlo of the einharrafisment thus occasioned. 
Not only is the subject itself full of difficulties, but ray in- 
vestigations have led me to entertain views respecting it not 
in complete harmony with the prevailing opinions of the 
day. This, however, can not be urged as a reaeon for with- 
holding an expression of such views as are entertained. 

True Source of Municipal Corruptum. 
The first step toward understanding this subject is to rec- 
ognize that municipal corruption is merely a symptom of 
deep-seated disorder in the body politic, and not a distinct 
and independent evil. Whatever the restrictions placed 
upon the power to borrow money, or whatever the estab- 
lished rules of suffrage, the record of municipal affairs during 
the past t\Yenty-iive years would, in all probability, have 
presented many instances of corrupt administration. TVe 
can not rest satisfied with a superficial analy^s of this im- 
portant subject. My own opinion may bo stated in a sen- 
tence. The final explanation of municipal corruption is 
found in the fact that the present organization of society 
doea not properly correlate public and private activity. The 
mistake which the people of the Uuited States have been 
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making Binee 1840, lies in BnppOBing 
government may be honestly carried on while strict jostice 
and common honesty are not demanded by prevalent boa- 
ness sentiment ; and that efficiency may be eecnred in public 
affairs while the offer of greater inducements draws efficient 
men toward private walks of life. Asaiiniing this to betme, 
it follows that the problem of municipal reform is bnt a 
minor part of the problem of social organization, and that 
the true principle of reform consists in a redistribntion of 
motives that induce personal conduct. Let us look Into 
this matter a little more closely. 

The life of all men is embraced in what we call Bociety. 
This Boeiety is organic in ita development, and coafinea 
within itself all individual growth and action. The activity 
which it displays ia either public or private — that is to say, 
the activity of the state, embracing all governmental fnno- 
tioDSf and that of persons or corporations undertaken ior 
private ends. But a government does not differ from a pri- 
vate corporation in the nature of the functions which may 
be imposed upon it ; the essential difference lies in the fact 
that the services whicli it renders and the duties which it 
performs rest upon the direct exercise of coercive power. 
The line separating public from private duties ia clearly de- 
fined so far as the principles are concerned to which each 
must conform, bat it is ever changing for partionlar ser- 
vices. Each department of social activity exerts a decided 
influence upon the other, and failure to attain the best re- 
sults in the one must affect injuriously the actions of the 
other. The important question, therefore, is : Under what 
adjustment may the best results be expected from both lines 
of activity ? 

The relation here su^ested will be more clearly appre- 
hended if we notice the difference between the principles 
which control a public and a private business. A private 
business ia managed to secure profit ; and, other things bein|f 
equal, tlie higher the price obtained for any service rendered, 
the higher will be the profit secured. The rule of private 
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fiaaneieriDg is to maintain the price of goods or a 
the higlieat figure wliich has no tendency to curtail profitable 
btiBineBS. But the rule of public financiering conforms to 
an altogether diSerent principle. It is the aim of gorem- 
ment to render its services at the lowest possible cost con- 
fiifltent with efBcieot service. Price eqnals cost. This mnst 
be the case, for a state has no motive in acquiring riches. 
The offic^ of the state are in receipt of salaries, which, 
speaking roughly, may be said to correspond to the profit 
secured by the managers of private business. 

But, althongh the rales involved in the two methods of 
doing business are thus opposed to each other, the one de- 
manding the highest and the other the lowest price possible, 
it ia generally assumed that, in the conditions in which they 
are respectively applied, they will effect parallel results; and 
the object to be held in view, in the formation of both the 
political and the industrial constitution, is so to arrange the 
social order that these results will be parallel. The functions 
of government are asnally carried on as a strict monopoly, 
and the machinery of andits and pnblie accounts is found 
necessary to insure fairness between the public official and 
the aubjecta whom he serves. Any deviation from fairness, 
in taking more for his service than his salary, is called coF- 
rnption. In private economy, on tlie other band, a legally 
established monopoly is contrary to every conception of 
right and juBtiee. For why should the law give to individu- 
als full control over any business when those individuals are 
irresponsible to the law for the manner in which they con- 
duct it i The only guarantee for fair treatment, when men 
are striving to secnre the highest price possible for services 
which they render, lies in the fact tliat freedom of competi- 
tion among prodncers tends to bring the price of sale do^Ti 
to the cost of production. 

Perceiving, then, the difference that exists between public 
and private control of business aSairs, we may proceed to in- 
quire under what conditions the best results may be ex- 
pected from both methods of organization. The reply to 
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this qnestion has been already suggested. The best reenlti^ 
may be expected when the duties assigned to public officials 1 
and the functions performed by private lodividaals are w ' 
correlated that tbo inducements offered are of aboat equal 
strength in both domains of activity. It is of course neces- 
eary, in applying this rule, to take into consideration other 
than merely pecuniary motives by which men are led to act. 
Considerations of social distinction, the desire to ^ercisesuch 
powers as one may possess, the pleasure of filling well a re- 
sponsiblo position, indeed, all the varied demands of human 
nature, must be admitted into the account. If the import- 
ance of the state is so emphasized, and the allurementa in the 
form of social position or emolumcDta of office are so strong, 
that the best talent of the people is drawn into the public 
service, a powerful and efficient government will probably be 
established, but a very poor society. It is believed that 
Prussia is now suffering from the dearth of talent and Tigor 
in common business enterprises, and that she must oontinne 
to suffer in this manner until the state relaxes its hold Qpon 
the brilliant and talented of her youth. A German sewing- 
machine is but a bungling affair, made after the abandoned 
models of American patterns ; but German cities are, as a 
rule, well governed. 

In our own country, on the other hand, one observee that 
society has developed in the opposite direction. Here th«J 
great prizes are in the line of individual initiative. OorS 
civil service is so poor that an officer has no social positioQ, • 
while a business man who accumulates money ie regarded 
with deference. The salary paid by the state is nothing 
when compared with what men of ordinary talent may secure 
either as profit if engaged in business on their own accoont^ 
or as wages of superintendence if working for a private em- 
ployer. It is, therefore, no occasion for surprise to learn 
that in this country we have very perfect sewing-machines 
but poorly administered cities. 

It may seem that this explanation of municipal cormptioa 
lacks in the definiteneBB of its suggeations. It can not bof 
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pl&ced as a single plank in a party platform, nor be urged in 
a, single bill before a legislative body. It is, however, per- 
tinent, and should be permitted to exert a marked influence 
upon the decisions of those who frame our general laws. It 
does not regard the question of municipal corruption as an 
isolated qnestion, but as a pha^e of the great social question 
now claiming so large a share of public attention. It holds 
that the true line of reform lies in such a modification of tlie 
relative strength of motives offered that men of ability and 
honesty will be willing and desirous to take upon themselves 
public responsibilities, for it believes that this must result 
in changing somewhat the spirit that now controls society. 

One can not fully appreciate this view of the case with- 
oat calling to mind the possibiUties of acquiring wealth in a 
rapidly developing industrial society. The atmosphere of 
ench a society is intensely commercial, and not only do men 
of ability and energy refuse to consider a public position as 
desirable for themselves, but tliey regard with supercilious 
condescension one who is willing to assume public office. 
And it may be added in this connection, as bearing on the 
qaesdon of municipal corruption, that the mural judgments 
of a public officer are very much like those of his neiglibors 
who elect him, and the sentiments that control in the trans- 
action of their dnily buduess wiU probably give color to his 
administration. But the ordinary business life of the nine- 
teenth century is such as to render men familiar with the 
methods of speculation, and to conform their ethical princi- 
ples to the requirements of the law of supply and demand. 
The spirit of speculation partakes in character of the spirit 
of gambling. It judges of all business undertakings on the 
basis of their pecuniary success, and has little care for the 
equivalents given for what is gained. A fine sense of what 
is just can not exist where it prevails, nor can a delicate 
appreciation as to what is honest be long retained by bosi- 
noss men who conform to its demands. 

Suppose, now, a man of good intentions to come into 
public office in a community breathing the atmosphere of 
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comniercial Bpecuktion, wliat does be 6ce upon looking into 
the society wliose welfare ia placed under his guardianship i^ 
He sees it to be no nncommoa thing, where freedom of con- 
tract is unrestricted, aud where the ^nciple of iodividiul 
ownership is indiscriminately applied to all of the agencies 
of production, that fortunes are establiehed in the handf of 
men and families having no moral right to tbera. Men who 
have been lucky in owning real estate that other men want ; 
men whose mines happen to yield pnrer copper than other 
mines worked ; men with timber-lands, salt-welle, and other 
gratnitons products of nature that come into demand as popa< 
lation increases — all increase their pecuniary importance ont 
of proportion to their effectiveness as producers of wealth. 
He sees, also, that many businesses, which from their very 
nature must be carried on aa monopolies, are given over to 
private control, to which the principle of private financiering 
is apphed with all its viyor, and thus large fortunes are ac- 
cumulated, and lai'ge power over men acquired, exceeding 
by far the importance of any individual to society. He sees 
also that, in many businesses which are naturally subject to 
the regulating influences of competition, artificial combioft- 
tions are establisbed by means of which monopoly prices an 
secured from consumers. But such privileges as these can 
not pass unchallenged, and it naturally follows that the im- 
portant lawyers of every town are retained at large salaries 
to defend by their tempered talents the privileges that mo- 
nopohfits have acquired, while other lawyers are hired to 
depart from their legitimate business, to secure for business 
men some special legislation. Yet all this is within the law. 
It can not be branded as corrupt, although the least sam 
taken by an official beyond his authorized salary is properly 
characterized as robbery. 

Aa contrasted with this state of afiairs, what does our 
candidate see in the ofGcc to which he has been elected i He 
will not long remain au incumbent before discovering that 
the position which he sought as a dignity brings with it no 
honor. What ho thongbt to be a place of responsibility and 
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power, proves to be tlie center of no great iDfluence, demand- 
ing in reality little bevond the perfunctory duties of a ininiB- 
terial officer. He finds that tliere ia small demand for the 
exercise of judgment, and narrow play for the development 
of manly facnltics. lie also leama, tliroogli the sinister sug- 
gestions of those whose personal interesta ho does not for- 
ward, that liis tenure of office is insecure; and, last of all, 
he finds that his sahtry does not snffice to keep his family in 
a respectable condition, and that the gratitnde of republics 
does not extend to pronsion for their servants against sick- 
ness and old age. Repeating again the assumption that our 
candidate is honest, at least within the meaning of the law, 
and that he is conscious of power, we are warranted in con- 
cluding that the career uf an official will not harmonize with 
his tastes. Ho will npoii the first opportunity return to pri- 
vate life, which presents larger scope for efficient activity, 
and where the prizes to be gained are much greater. 

Such are the conditions of public life in most of the mu- 
Dicipalities of the United States, and what may be observed 
as the result is altogether what might have been expected. 
The incambents of local office are usually men of indifferent 
ability, and. if not of actually depraved, are at least of a 
colorless character. Among "city fathers" of this sort there 
appears from time to time the shrewd yet unscnipulona man 
who, for personal aggrandizement, asenmes complete control 
of pnbh'c affairs. This ia the explanation of "rings" and 
*' jobs," and this ia the reason why pnhlie plunder by means 
of bonds, which has been the favorite method ft^r the last 
twenty-five years, is but an accident in the development of 
corrapt practices. Cormption was snggested by the spirit 
of speculation that permeates all business methods, and in- j 
vited by the weakness of municipal control. Following the ! 
line of least resistance, tliis spirit of dishonesty which pei^ 
vades commercial communities made its appearance in the 
form of dishonest issues of bonds. 

To proceed further in the discussion of municipal reform 
would be to go beyond the proper sphere of this essay ; still 
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may not be inappropriate to euggest one or two measures"" 
from wbich satisfactory results may l»e expected. It seems 
essential, in the first place, that civil eervice rules of the 
stricteet sort should he applied to all cities and towns. For 
all duties of a perfunctory sort, a tenure of office during sat- 
isfactory service, and a suitable pcnsiou at the close of a defi- 
nite period of service, should be established. Only onder 
suoh conditions can a career be opened for men who under- 
take public duties ; and until a satisfactory career is provideiil 
none but shiftless men will present themselves for local office. 
All tliat has been said respecting civil service regulations for 
the Federal government and for the States, may be repeated 
with emphasis witeu applied to cities, I am speakinf;^ here 
of connty sheriffs and city treasurers, not of State govemoiv 
or United States senators. 

It seems also necessary that the element of personal l«- 
sponaibility be introduced into the administration of mnnici- 
pal afEairs. No government can reasonably expect lo be 
well carried on that divides the duties intruBted to it amonga 
number of independent boards. The office of mayor, for 
example, is an office that demands independence and force 
of character in the incnmbent, and for this reason we are led 
to approve the changes that have recently been made with 
respect to the government of the cities of Brooklyn and 
New York. 

When to these suggestions it is added that the fonotionB 
of a city government should be extended so as to inclnde tiie 
Tendering of direct services, as the supply of water, ligbt^ 
market facilities, dockage and the like, it is probable that 
many will withhold their consent, resting their opinions 
Qpon known instances of cormption and inefficiency that 
have followed such endeavors. But without calling attention 
to the many instances of successful administration of pn> 
dnctive property by city governments, it may be said that 
the suggestions here urged follow necessarily from the fore- 
going e:tplanation of the cause of present municipal cormp' 
tion. The discussion, therefore, upon this point must rerert 
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to that expUnatioQ. The common objection to this entire 
view of the case is that, after all, the true reason why men of 
abilitj' and honest; do not care for public office lies ia the 
fact that the conBtitneney whicb they must serve is degraded 
and fickle. There is indeed much truth in this statement, but 
so far as true it strengthens the position which this essay a&- 
suraes ; for it shows in a yet clearer manner the fact, already 
brought to light, that the question of municipal corraption is 
bat a phase of the general social question of the day. The 
peculiar form of political corruption which we have de- 
scribed ia the flower and fruitage of our own generation, it 
is the natural result of endeavoring to manage a society ac- 
cording to the dogma of latasez-faire. This state of affairs, 
which IB the growth of years, can not be changed at once, 
but the evils complained of will certainly remain so long as 
we presnme to think that the best thing to be done with a 
public officer is to lay him on a shelf out of the way of 
doing harm. There ia a beneficent principle in monopoly 
which can only be realized through the agency of the state. 
The path of reform hes toward a proper correlation of public 
and private duties. 

Pdiey of Settricting Governmental Dxdiea. 

The foregoing conclusion rests upon a principle of wide 
acceptance in matters of internal administration, and we are 
naturally led, in the next place, to consider those restrictions 
imposed by public law upon the power of the States, or of the 
cities and minor civil divisions, to borrow money. 

It is true that a complete investigation of this subject lies 
more properly in the domain of administrative law ; but 
since the science of finance is closely allied to the science of 
laWj it may be well to introduce the question at this time, so 
far, at least, as is necessary to complete the historical presen- 
tation of the development of financial powers in the United 
States. 

The distribution of financial powers in any country must 
of necessity conform to the rule by which duties a 
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to public or to private corporations. At the time the F( 
eral govemmeut was establiflhed there was no controvci 
between those who urged a wide extension of public fm 
tions and those who advocated what has since come to 
known as "the restrictive policy." There was no occa*ii 
for euch a controversy; for, nnder the reijime of Iinnd ii 
dnstry, and while all enterprises were necessarily local in 
their character, because of inadequate means of traoBportatioB, 
there was nothing to suggest the necessity of govenuncntal 
initiative in business afEairs. Public attention was then 
drawn to questions of political rights, and to the proper dis- 
tribution of political powers between the various grades of 
government established. 

Kot many years had passed, however, before another 
of political ideas pressed for recognition. The introdacti(W 
of textile machinery by the Eastern and Middle States let! 
to the necessity of widened markets ; and this, in a country 
eitoated like the United States, could mean nothing else than 
the establishment of facilities for interstate commerce. The 
first important steps toward this end were taken about 1818, 
and by 1S30 the enthusiasm for public works had become 
general. But even as late as this it was the political ques- 
tion abont which all diBCUSsion centered, for as yet the lines 
between public and private initiative had not been strictly 
drawn. How this lino came to be established, and how the 
disasters that attended the experiment of State control over 
public works led the people to declare that their governments 
should have nothing further to do with highways of com- 
merce, has been portrayed in a previous chapter. The occa^ 
sion of the restrictions placed upon the minor civil divisioi 
analogous in all respects to that of the States, has been K 
wise disclosed. They too, after having run a reckless com 
of expenditure in favor of railroads and local improvements, 
have been placed under a similar restrictive ban. 

It seems then that the general trend of the industrial pol- 
icy of this country since 18iO, as reflected in the laws of the 
various commonwealths, is quite in harmony with the teach* 
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ing of lai«sez-falre. The fanctioiiB of government have 
been decidedly curtailed, while the powers of coi-poratione 
under private control have been extended in a corresponding 
degree. There is no doubt as to t!io right of the people to 
disable their officials iu any manner thoy may see fit ; it is, 
however, an open qnestion if, in the prcHeiit instance, they 
have wisely exercised that right. Some steps looking to- 
ward restrictive legislation for privatS corporations have been 
taken since 1S70, but this fact can not modify oar general 
conclnsion. 

But, before discussing the propriety of sacb restrictions, 
it will be well to notice more in detail the nature of those 
financial and industrial liiuitatious imposed upon local gor- 
emmeots. These are found in the constitutions of the vari- 
ous States, in the charters of the cities, and in general laws 
pertaining to the inferior governments. It is the purpose of 
tlieso limitations to gnard the people against the evils of pub- 
lic indebtedness, and this they undertake to do, either by 
limiting the amount of debt that may be incurred, or by ex- 
cluding the legislative body from those lines of enterprise 
which demand large sums of money. Many States have 
resorted to both of these methods. Confining, for the present, 
our attention to the States, as distinct from the minor ..civil 
divisions, a review of the variotis constitutions discloses the 

I following fncts. 

' A. Those States that place no financial or industrial re- 
striction upon their legislators are New Hampshire, Terraont, 
Massachusetts, Connecticut, and Delaware. By the constitu- 
tion of 18CS, the legislature of Arkansas was prohibited from 
borrowing except for " casual deficits " ; but by the constitn< 
tion of 1874, " treasury warrants and scrip bearing interest " 
are alone prohibited, from which it seems that there is no re- 
striction placed upon the issue of bonds. 

B. It is the general rule among the States to place no 
limitation upon the power of contracting debts for purposes 
of public defense, nor are such restrictions as exist to be in- 
terpreted as imposing any obstacle to refunding operations. 
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Most of the constitutions, also, recognize the impoesibili^ of 
adjusting at all times the expenditures of each fiscal ^eiar to 
the income of the same year, and consequently provide for 
temporary debts to cover deficiencies ; bnt the amounts that 
may be borrowed in such cases are explicitly stated. The 
Btipulations of public law upon this point may be seen frona 
the following presentation. 

Temporary debts may be contracted as follows : 



New York, not i 


to eimed |1,DOD,000. 


Art. Vn. see. 10. 




■' 


1,000,000. 


Art. IS, «Bc. 4. 


Kansas 


" 


1,000,0(10. 


Art. IX, Mc. S. 


Ohio, 


" 


W0,000. 


Art. VUI, sec. I. 


Kentuckr, " 


■■ 


600.000. 


An. II, sea as. 


CtUfoml*. 


" 


800,000. 


Art. KVI, wc. 1. 


Mitoe. 


" 


800,000. 




Ncrida. 


" 


800,000. 


An.lX,KKx3. 


Missouri, 


" 


SOO.OOO.' 


Art. IV, Bee 44. 


Illinois, " 


" 


aso,ooo. 


Art. IV, .ea 18. 




" 


8BO.0OO. 


Art. IX, BBC e. 


Iowa, " 




2SO,000. 


Art. vn, •«!. 2. 


Teiaa, " 


" 


aoo.000. 


Art m, sec. 49. 


Georgia, 


" 


3oo,ooa 


Art. vn, »«. «. 


Alabmoo. " 




100,000. 


An. X, MO. 8. _ 


New Jereej-, " 


" 


100.000. 


Art. IV, Reo, 0. J 


Wifloonain, " 


" 


100.000. 


Art. VIII, iec 0. fl 


Nebr«Bk». 


■' 


100,000. 


Art. XII, MC. 1. ^ 


Mb>71bdi1, " 


" 


60,000. 


Art. Ill, we. 84. 


Rhode Wand, " 


" 


BO.OOO. 


Art. rv, tea. IS. 


Miehifpm, 


" 


60,000. 


Art. XIV, iec. «. 


Oregon, 




6o,ooa 


Art. XI, Bee 7. 



The debt' of Colorado is not to exceed one-fourth of a 
mill " on each dollar of valuation of taxable property within 
the State," in any one year, and the total debt so created can 
not exceed three-fonrtha of A mill on taxable ralnatioo. 
(Art. XI, see 3.) 

Indiana, Vir^nia, and West Virginia limit the power of 
borrowing money to " casual deficitB." (Compare for these 



■ Tfaia ii the limit of ilebt tbat maj be oontracted ia oi 
)Tlda] that tbe debt isuBt be pMd wlthia two jean. 
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States respectivelj, Art. X, Bee. 5 ; Art. X, sec. 7; and Art. 
X, aec. 4.) 

Lonigiana places the limit of her debt at the lowest point 
below $25,000,000 which shall be reached in the rodnctiou 
of her obligations, nntil the debt Ghall be diminiBhed U> $15,- 
000,000. (Amendment, 1874, eec. 2.) 

C. In eonie cases the limit of indebtedness, as above 
stated, does not mean an absolote limit, but tliat the States 
guard the exercise of the borrowing power, above the sums 
epecified, by some legally preecribed method of procedure. 
This is the ease in Now York, Illinois, Iowa, KauBas, New 
Jersey, Rhode lelntid, Colorado, and some other States, The 
usual method is to require that the law authorizing such 
loans shall be submitted to the people for their assent. In 
Arkansas, a two-thirds vote is required to legalize each a bill. 
In some instances, as for example South Carolina (Art. 9, 
eec. T), the paseage of snch a btil through tlie legislature is 
placed under rules of procedure more than ordinarily strict. 

D. There are also exceptional limitations. North Caro- 
lina can contract no debt while existing debts are below par, 
nnless the bill creating the debt contain a clause providing 
for an adequate tax. Wisconsin, Micliigan, Minnesota, and 
Kansas are prohibited from contracting any debt for internal 
improvements. In Florida there are specific grants for con- 
tracting debts, but by the prineijile of exclusive interpreta- 
tion the power to borrow money is limited to these grants. 
(Art. XIII, sec. 7.) 

We can not speak with such definitenesB of the restric- 
tions placed upon the minor civil divisions. So far as the 
organic laws of the States are concerned, it does not appear 
that the people exercise that jealous care over the credit of 
municipal corporations which they show for the credit of 
States themselves. In some cases, aa for examjile in the 
State of Ohio, the constitution imposes the duty upon the 
legislature to control the exercise of tlie taxing and borrow- 
ing powen " so as to prevent the abnse of such powers." 
Similar duties are imposed by the constitutious of Nevada 
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and Michigan. But provisions of this sort are mere regis- 
ters of public opinion. They insure no action on the part 
of the legislatures, for they provide no method of legal com- 
pulsion. It lies in the nature of the relation existing be- 
tween the States and minor civil divisions that the powers 
of the latter should be controlled. They are the creatures of 
State law, and, in the absence of express stipulations to the 
contrary, their exercise of public duties must conform to 
whatever conditions are imposed by law. It seems, then, 
that such a constitutional provision as that adopted by the 
people of Ohio grants no new power to the legislative body, 
nor does it necessarily act as a restriction upon the expan- 
sion of local credit. So far bs the minor civil divisions 
are limited in the use of their credit by the right of con- 
trol inherent in the State, the limitation is universaL Its 
mention in a constitution shows only that the people re- 
gard the exercise of this power by the legislature to be im- 
portant. 

But it is possible for the organic laws of the States to 
place effective restrictions upon the power of municipal cor- 
porations to contract debts, and that in two ways : First, the 
power to tax for the support of tlie interest of the debt may 
be limited to a definite percentage of assessed property. 
This method is employed in Alabama, Texas, Arkansas, Mis- 
souri, and Colorado. In some of these States the limit of 
taxation is a fixed limit, in others it varies with the amount 
of assessed property, decreasing as the wealth of the coun- 
ties or cities increases. In the second place, the debts them- 
selves may be limited to a specific sum or to a certain per- 
centage of assessed property, The States employing this 
principle are West Virginia, Illinois, Wisconsin, and Minne- 
sota, in which States the limit is placed at 5 per cent of as- 
sessed property. Pennsylvania restricts local credit to 7 per 
cent of assessed property, but for debts beyond 2 per cent a 
popular vote is required to legalize the bill. Indiana limits 
to 2 per cent except on petition of a majority of the prop- 
erty owners " in number and value." Colorado adopts the 
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eame principle, and Oregon proliibits a countj deljt bejond 

$6,000. 

Other States relj npon an altogether different principle 
for the control of local Unanciering. Without limiting the 
amount of debt that may be created, it is provided that some 
special safegnards ahall be thrown about the [>assing of laws 
or ordinances affecting public credit. In North Carolina a 
majority of qualified voters must assent to bills creating 
debt ; in Tennessee a three-fourths vote is required, and in 
California a two-thirds vote for all but deficiency bills. These 
statements, while far from presenting the subject in its com- 
pleteness, are sufficient to show upon what principles reliance 
is placed for maintaining the debts of the minor civil divis- 
ions at a reasonable figure. 

PerliapB the most effective method of providing against 
the evils of public indebtedness, when considered in connec- 
tion -with the history of railroad development in this country, 
is found in the almost universal provision against lending 
either State or local credit to private corporations. For pre- 
Benting the facts of existing law upon this point, we may 
avail ourselves of the admirable, table contained in the tenth 
censQB report. 

Nota to Tbile. 
• Refers to towns onlj. ^ tJoIess eipresslj nSBontod to by tho people. 
• Counties only. ' Utilcsa bill nut^oridng be road throe timci. * Except by 
Tote of majority o( voters. ' CnleM «iithoriKd by a two-thirds rote at a gen- 
eral election. ( It la made tbe duty of tbo legislature to restriM tbe powers. 
^ UqIms Iwo-tbirda of tbo rotera osgcnt. ' rnleea tbn.'e-fourtbs of tbe voters 
uient. J Refers Co counties only, and lUey may become tloekholdcra, but can 
not borrow money or ineur debt tberefor. ^ Refers to banking corporaliona 
only. ' Indebtednesa for aiding construction of railrosda can not cicced G per 
oent of taxable property. ■* State can not undertake inCemal improvemenU nor 
become atockboldcr in banking bistituiion*. ■ Can not make donation witbout 
vote of the people. ° The restraining proriaion is under separate sections, 
superscribed "Mnnicipal snbseriptione to railroads," etc. ' Can not cngaga in 
woricB of internal Improvomcnts. i State can not assume debts of minor civil 
diiiaion, anleu incurred for war purposes. ' Refers to railroad corporations 
only. ■ Except for educational and cbarltable pur|iaKca. ■ Builroad corpora- 
tbmi excepted. 



382 



LOOAL DEFICIT FINAKCIERIN6. 



IJable showing eonstittttiontxi provision relating to State and 

local debts. 





Th« credit of th« State can 
not ba kMUMd, or aid giv- 
en to oorporadooa, ete. 


The State can not become a 
•tockbolder in any oorpaK»> 
tion,eto. 


WThnavA, 


GonstitatloiL 


ConaUtntioo. 




Year. 


Article. 


Section. 


Ye». 


Artide. 


BeodoB. 


New England States. 
Maine 


1848 

. • a • 
. • . • 

• a • . 

1842 

• • • • 

1874 
1844 
1878 

a a a a 

1867 

1870 
1872 
1876 
1878 
1877 
1876 
1875 
1868 
1879 
1876 

• • • • 

1860 
1870 

1851 
1870 
1861 
1850 
1848 
1867 
1860 
1875 


VI 

a a a a 
• • m • 
m • » • 

IV 

% • • • 

vm 

IV 
IX 

* *.■ • 
m 

X 
X 

II 

XVI 

vn 
xni 

IV 
XII 
LVI 

in 

• • • • 

II 
n 

vm 

IV 

XI 

XIV 

vm 
vn 

IX 
IV 

• • • • 

xn 

XI 

vm 

XI 
XII 


• a • a 
a a a • 

• • • • 
a . « . 

*18 

• a a a 

10 
6 
6 

• a a a 

84 

12 

6 

*M4 
t 

• • 

6 

7 

64 
6 

• • • • 

60 

a . • . 

83 
81 

4 

20 

12 

6 

3 

1 

10 

45 

.... 

3 

1 

■9 

«8 

18 


» • 9 • 
9 • » » 

• . . • 

• • a • 

» » 9 • 

» » • • 

• a a ■ 
a a a a 

1878 

a a a • 
a a a a 

1870 
1872 

• • • e 

• • • • 

1877 
1875 
1875 
1868 
1879 

• • • • 
« • • e 

• • • e 
e • • ■• 

1861 

• • • • 

1851 
1850 
1848 
1857 
1857 

■ • • • 

1869 j 

a . . . 

1876 
1864 
1867 
1879 


e • • • 

• • • • 

• ••• 

■ a • • 

• » » m 

a • • • 

• ••• • 

a • a a 

DC 

a a • • 

a . a a 

X 
X 

a a • 
a a a • 

vu 
xin 

IV 
Xll 
LVI 

a . . . 
a • a • 
. • a . 

• • • • 

vin 

• • • • 

XI 
XIV 
VIII 

vin 

IX 

• • • • 

XIII 
XI 

• • • • 

XI 

vm 

XI 

xn 




New Hampshire 

Vennont 

Massachusetts 

Rhode Island 


• • • • 

• • • • 

• a • • 


Connecticut 

Middle States. 
New York 


• • • • 


New Jersey. 




PAniffiylvania 


6 


Delaware. 

Maryland ...,..». 


• • • « 


Southern States. 

Virginia 


14 


West Virginia 


6 


North Carolina. 




South Carolina 

Geonria 


• • » • 

6 


Florida 


7 


Alabama 


64 


MississlDni 


5 


Louisiana 




Texas 




Arkansas 

Kentucky 




Tennessee 




Western States. 
Ohio 


4 


Illinois 




Indiana 

Michigan 


12 
8 


Wisconsin , . 


P 10 


Iowa 


8 


Minnesota 


P 6 


Missouri 




Kansas 


«5 


Nebraska 


1876 
1876 
1864 
1867 
1879 


8 


Colorado , , 


2 


Nevada 


• 9 


Orecon 


A 


California 


18 
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IbbU ahowing conslitittionai provtHon rdating to State and 
local debts — {continued). 



I 

I 



STATES, 


"^•iH'jrro.^ir 


Ulnar d 
bocom 


tU dirli 


zT.r 








Y«r. 


Arltol* 


B«tkML 


T«r. 


Artlck. 


BhUoo. 


Niw Eholakd Btatis, 


im 

1H74 
1S7S 
1673 

1807 

nu\ 
ises 

1877 
187fl 
187(1 
1888 
1879 
187a 
1871 

1870 

18BI 
1870 

isBO 

1976 

1876 
1878 
1804 
181S7 
1879 


"if" 

'xxV 

vin 
I 

IX 

m 
ii" 

VII 
IX 
VII 

sin 

IV 
XII 

LVI 

m 

XII 

'if' 
vra 

XV 

iv 
xii 

XI 

vm 

XI 

IV 


"■'a 

11 
P«r. 19 

7 

•ii 

•■•1! 

«9 

a 

7 
6t> 

M4 

"oa 


'I'afl 

e 

Vis 

"47 

"■2 

1 

'10 

9 

81 


1877 
1871 

1874 
1876 

1873 

18^7 

1b77 
1876 
1876 
1808 
lB7e 
1876 
1874 

1870 

18B1 
1B70 
18fil 

1867 
1879 
1876 

1876 
1878 
1864 
1867 


'ii' 

•'xxV 

vin 

1 

IX 

Yii' 

■VTI 
XIII 

IV 
XII 
LVI 

III 
XII 

'h" 
vin 

X 

viri 

IX 
IV 

ia' 
:i 
vin 

XI 








Vennont 

Rhode IsUnd 




MiDOL* SriTia. 
New York 










7 


DeUwwe 


SoDTBiBN Statu. 

Vit^ifl. 

West Virginia 












FIoriiiA 


7 










LoHfl:::;;:::::.;: 












EeotBck; 




WnTBW Statu. 




mtnnU 




ladiani 

MidiigMi 

WiMoiiEin 

Iow« 

HlnncMU 


JS 
■16 

47 


EansaB 








NeradA 


MO 
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Id addition tt* sucli limitations upon financial poven 
have been lucutiont-d, many States make proviBioii in their 
organic laws for the Bure estinction of any debts that may 
be created. The most simple method of attaining this end 
ia to require, in the law anthorizing the loon, the establish- 
ment of a tax that can not be repealed until the principal of 
the debt shall have been expunged. A provision of tijia 
sort will be found in the constitution of Nebraska. Colorado 
adopts the same requirement, but adds that the debts shall 
be drawn redeemable in ten and payable in fifteen yeant 
Other States require a sinking-fund by which the debts may 
be estinguinhed in a specific nimiber of years. New Jersey 
admits of bonds that shall run for thirty-five years. Ken- 
tucky limits any specific debt to thirty years. In California, 
Nevada, Iowa, Illinois, and West Virginia, it is required that 
debts shall be paid in twenty yeara from the date of their 
creation ; in New York the time is eighteen years ; in Mary- 
land it is fifteen years. In Minnesota all temporary debts 
must be expunged in ten years, while in Wisconsin five, 
and in Missonri but two years are allowed for such obliga- 
tions. Georgia appropriates $100,000 to the establiahment 
of a sinking-fund. Ohio requires the ostablishment of a 
sinking-fund that shall pay $100,000 of the principal of 
her debt each year. Florida demands a tax " sufiicient to 
pay the principal and interest of the existing indebtedness." 
The constitution of Virginia demands meiijly the establish- 
ment of a sinking-fund. There are some other provisiona 
of this sort applying for the most part to minor civil dim- 
ions, but from those which are given it appears that the pur- 
pose involved in them all ia the same^that is, to make pro- 
vision for the payment of the debt at the time the debt is 
created. The wisdom of such a provision has already been 
discussed in a former part of this essay. For national finan- 
ciering — that ia, financiering in the presence of exigcncieA 
that may not be forecast — provision for the payment of a 
debt at the time of its creation was found to lay an nnncccs- 
sary strain upon the taxing machinery of the government ; 
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but for local fiuanciering such Btipulations as the above are 
wholly in harinony with sotmd methods. 

Such in the maio are the facts pertaining to the legal 
rcBtrictions imposed ujwn the financial powers of local gov- 
ernments, and it becomes now our task to consider the policy 
which they disclose. We may, however, proceed with greater 
clearness in this discussion if we first rcdace these facta to 
some orderly Btatement, bo as to discover the principles that 
underlie them ; nor will thia be difficult, for a slight consid- 
eration shows that they naturally arrange themselves in three 
distinct classes, according as the power, the occasion, or the 
method of incurring debts is brought into view. 

1. The power to incur debt may be directly limited by 
law, or indirectly limited by means of restrictionH placed upon 
the legislature to tax for support of debts, 

2. The necessity of incurring debt may be taken away 
by withholding from the legislative body the privilege of 
entering upon such duties as call for the expenditure of large 
eums of money, cither independently or in connection with 
private corporations. 

3. The method for legalizing the creation of a debt may 
be more carefully guarded than ia the case for on.linary bills. 
That is to say, the law may re*juire that bills calling for the 
employment of ])ublic credit shall meet the approval of vot- 
ers, or be assented to by more than a majority of the legisla- 
tive body, or pass the assembly in such a manner as to attract 
the especial notice of members. 

Let us consider these principles of restriction in the re- 
verse order in which they have been presented. 

The general purpose disclosed by legal limitations of the 
third class meets with the unqualified approval of the science 
of finance. The danger which always besets popular gov- 
ernment in a populous country arises from the fact that the 
people are separated from those who represent them ; and 
the object of establishing strict rules for the legalization of 
important bills is to render current legislation dear, and to 
bring buEinesB home to the people. In the early part of this 
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eseair, vben considering tlie political tendencies of pobHn 
debtfi, it wae said that the coBtom of borrowing money worked 
against tlie full realization of popular government, becanse 
legifilatorB could, hj ose of public credit, cover up their, 
tracks and commit tlie people to ont«rprisea in wliicb they 
bave no interest. Tlie only safeguard against ench an ctU- 
is tlie eetablishnient of strict rules for fiscal legielation, 
far as legiJ restrictions of this sort are concerned, therefor^. 
not only may we approve tbose that exist, but we may reft>. 
Bonably demand that the principle involved shall be y< 
further developed. 

The restrictions of the second class, so far as they prohibit 
cities, counties, and towns from loaning their credit to pri- 
vate corporations, must likewise meet with general appruval. 
The reasons against auch an employment of niunicipal credit 
are the same as those properly nrged against the levy of a 
special tax in favor of private interests, or against Uie ax- 
emption of property from taxation on condition that certain 
industries will be established in one place rather than aootber. 
Consider, for example, this last proposal. The choice of a 
site for the establishment of a manufactoiy is of direct in- 
terest only to those who deal in real estate. If the new busi- 
ness bring with it an increase in population, it is true that 
values will increase and rentals rise. Bat beyond this, for 
the State at large, or for the people who consume the goods 
produced, it is of no great importance where the industry 
is situated. Why, then, should this increased burden (for 
the exemption of any property from taxation increases the 
amount that must be paid by other property) be thrown on 
the community when the benefit accrning therefrom is not 
enjoyed by alH When, however, the practice prevails of 
granting immunity from taxation to industries newly eetab- 
lished, a corporation with money in hand is in a position to 
play the coquette with rival towns, and secure for itself 
privileges of a special nature. In the majority of eases theee 
privileges are a pure gratuity, and the industry is established 
where the managers had decided to found it before they sp- 
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proached the towns with their aJliiring offers. The onlj 
remedy for Buch an evil as this is the establishment of a gen- 
eral mle tliat shall prohibit all towns from making arbitrary 
exemptionB. 

The same line of reasoning applies when railroads ask 
from minor civil divisions the loan of their credit. We may 
rest assured that railroad facilities will bo fiiruished when 
the traffic of a territory offers adequate inducements for snch 
an investment of capital, and the representatioDs of the man- 
agers, that without public assistance the roads will not be 
bailt, are in large measure false. At lea,st, if such assistance 
is required, it should he given through the agency of some 
body that can look after the investment which the pubhc 
makes, and this can not be done by the minor civil divisions. 
But so long as it ia permitted to vote taxes or bonds for rail- 
road purposes, the managers have it in their power to secure 
for themselves a favorable exercise of popular suffrage; that 
is to say, private corporations are enabled to make use of the 
revenue machinery of the state for private ends. This is 
certainly an evil, as the existence of township debts and the 
cormption practiced by means of the bonds of minor civil 
divisions amply testify. A slower development on a more 
solid bo&is ahonld be guaranteed by law. 

But these considerations do not apply with equal force 
to State governments. A State differs from the minor civil 
divisions in two particulars. It is supposed, in the first place, 
to hold in view the general welfare of the entire eommnnity 
over which it extends its jurisdiction, and to make progressive 
and uniform development its especial care. In the second 
place, it is from the State government that the corporations 
receive their charters, and they mnst in consequence conform 
to State laws in the administration of tliclr affairs. It does 
not then follow, as in the case of the minor civil divisions, 
thflt capital phieed at the disposal of corporations passes for- 
ever beyond the control of the legislative body that rendered 
pecuniary assistance. We are dealing here with a govern- 
ment which, according to the theory of our constitution, is 
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Btipreme for all local purposes. Snppose it be tme, u Ji w 
frequently stated (aud as the history of inland oommerae in 
the United Sfcitca goes to ehow), that private credit is not 
adequate to the harmoniouB development of internal re- 
sources, it is certainly the States and not the inferior goyera- 
menta created by the States that should take this matter in 
charge. But, under the present condition of public law, this 
is impossible. The States are sliorn of their moet effective 
instrument of power, in dealing with practical questions of 
internal administration, by the fact that they can not loan 
their credit and thus gain a business standing among businefis 
enterprises. If sucli governmental a^sietance and control m 
are here intimated continue to be necessary in the future, 
it is the Federal government and not the State governments 
that will undertake the task, and we are thus brought bAck 
to the old question of the proper distribution of political 
powers. But the thoughts thus euggested will be brought 
out more clearly in connection with an analysis of tlie re- 
maining class of financial restrictions. 

What may be s-iid of those laws and conetitn^onal pro- 
visions that deprive the States and local governments of the 
, right to borrow money i Here again it appears that there 
I is more reason for imposing financial restrictions npon the 
' minor civil divisions than upon the States ; and perhaps noth- 
ing can be said against the policy, as applied to the inferior 
governments, if only the laws admit of a eulIieientlT wide 
margin. For the sake of explieitness in our argument, let 
us first consider this policy as applied to cities. The entire 
question will, of course, turn upon the ideas entertained re- 
specting the proper functions of rannicipal government. If 
men still persist in maintaining the theory of individual eof- 
ficiency, and hold to the teachings of laitsezfaire in matters 
of city administration, they will certainly regard any pro- 
posal that looks to the estenfiion of local dnties with distrust. 
But, as has been sliown in the foregoing pages, such a posi- 
tion can not be maintained in the face of industrial and 
administrative history in the United States, and, if the decay 
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of municipal government is to be arrested, another policy 
ninst be pursued. 

But our present argument in favor of granting cities ex- 
tensive financial powtra considers the question of municipal 
government from another point of view. It ia not the 
corruption of public officials, but the corruption of private 
corporations imposed with duties of a guaai public nature, 
that now claims attention. None will deny to the municipal 
government the duty of extending its protection to citizens 
against all unnecessary burdens from which citizens can not 
protect themselves ; it becomes therefore the duty of muni- 
cipal authorities to guard citizens against exorbitant charges 
from private parties intrusted with the perfonnance of du- 
ties of a public nature. Or, to put the case plainly, street 
railways, gas companies, and water companies should not be 
permitted the liberty of fleecing those who are obliged to 
have dealings with them. It is, however, a well-established 
principle in political science that all duties assigned to any 
department of government should be accompanied with 
powers adequate to their performance. The question, there- 
fore, as to the wisdom of imposing financial restrictions upon 
the muDicipalities reduces iieelf to this: Can citizens expeotl 
adequate protection against private corporations that render 
services of a public nature if they deny to tlie municipal! 
governments control over capital ? ' 

The facts pertaining to municipal management of gas 
and water supply are by no means uniform in the United 
States. I have had occasion to investigate somewhat the 
methods adopted, and, although this is no place for relating 
in detail the facts discovered, one or two statements may be 
of interest as bearing upon the question in hand. There 
seems to be a more marked inclination on the part of cities 
to assume direct control over the business of supplying water 
than over that of furnishing light ; and in passing it may be 
said that the administration of water companies is the occsr 
sion of less frequent complaint than that of gas companies. 
But where private water-works are allowed, their fi'ancliises 
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are likely to be drawn witli greater care than in the case of 
liglitmg companieB. One provision, by no means inf reqnent, 
19 that water shall be eupplied at rates no higher thao the 
rates charged in other cities eimilarly eituated. If one city 
in the midst of twenty others should adopt sncb a proriaon, 
reserving to itself sufficient power to enforce the contract, 
the agreement might be regarded as Bignificant ; bnt when 
each of twenty cities grants to private companies the privilege 
of establishing water-works on condition that rates charged 
shall be average rates, it is difficult to see what gusrantee of 
fair treatment the people find in snch a clanse. 

Another method by which it is hoped to maintain con- 
trol over the management of water companies appears in 
the right which certain of the smaller towns have reserved 
of purchasing the property of the water company at pleas- 
ure. The administrative principle thas disclosed is one of 
wide acceptance in European countriee. It was adopted by 
Belgium and France in making concessions for the bnilding 
of railroads. The manner of its working is quite simple. 
Aflsuming the government to be in a condition to carry 
through a purchase, if the administration of private compa- 
nies should not be satisfactory, the public has little to fear 
from private management. The rates charged will probably 
be equitable, the dividends paid will be but a fair return npon 
capital actually invested, there will be no consolidated stock 
and no fictitious bonds, and the public may also expect fMf 
and courteous treatment from the officers of the concern. 
But it should be held clearly in mind that it is the financial 
j ability of the government to purchase, and not the legal 
I right to pnrchaae, upon which the efEectiveuess of this guar- 
I antee rests. If the directors of a water company know that 
1 it is practically impossible for a city to raise money enoagh 
to pay tlie appraised value of their plant, this reserved 
right of the city becomes a dead letter; the management 
I will listen to neither the complaints of citizens nor the 
' floggestions of municipal officials. From such a line of p ~ 
I aoning we are led to conclude that considerable latitadl 
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sliould be granted municipal authorities in tbeir control over 
capital. 

It by no means neceasanly follows from the foregoing 
nrgnment tliat all cities sbould own and control water-works. 
Our reasoning extends no further tban to declare tbis fact : 
Unless cities aro actually in a coudition to purchase such 
works, no laws that may be passed will find enforcement 
against such corporations. It is not denied that regulatiTe 
laws are of some importance, but it is claimed that they are 
no final solution of the question involved. Corporations do 
not greatly fear such laws, for law can not compel the ob- 
servance of fair bneinesa rules. Tbo only practical leverage 
that a local board bao in dealing with a water company or a 
gas company is the threat that, if its service to the public 
be not open and just, it will be relieved from the privilege 
of rendering further service. The business is from its na- 
ture a monopoly. No reliance can be had on competition. 
One gas company is better than a dozen. But this one com- 
pany should ever be made to feel that its relation to the 
public is that of an agent to a principal ; and in order that 
the huainesa may be managed in the interest of the principal 
rather tban of the agent, the principal must be in a position 
to discharge the agent at wilL This, however, the munici- 
pal authorities can not do unless they are clothed with some 
power that gives them control over capital. 

It remains only to consider the limitations imposed upon 
the States. These are of two sorts : by the one the State is 
denied the right of entering upon works of a public nature ; 
by the other it is forbidden to incur debt beyond a speojtied 
amount. We need not, however, subject these to a separate 
consideration, for limitations of the second sort include the 
first. 

That our thought may not be diverted from the main 
question in hand, it will bo well at this point to insert a word 
of explanation. It may appear from our presentation of the 
history of local indebtedness, and the history of industrial 
development with which it is so intimately rehited, that the 
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main purpose of our ai^nieut was to infuse new life into 
the old doctrine of States rights. Frequent Tuentioa haa 
been made of the encroachment of the Federal govemment 
upon the States, aa though that were necesearily an evil. It 
■was not, however, intended to bring the old controverey 
again into prominence, nor can anj appreciative student of 
American history fivil to see that the problem here enggeeted 
18 very different from the one which claimed the attention 
of Calhoun and Webster. We are here dealing with a ques- 
tion of internal administration, and have nothing to do with 
the nature of political rights or the maintenance of a theory 
of Bovereignty. 

Yet 1 would not leave the impression that this question 
of financial restrictious fails to bring into prominence oon- 
eiderations of a political nature, for I believe it to be at bot- 
tom nothing legs than the question of the maintenance of 
republican institutions on American eoil, A disregard of the 
fondamental principles of republicanism will defeat the moat 
perfectly written constitution ; it bears, therefore, directly on 
our snhject to inquire what these principles may be. They 
are two. First : All concentration of power, no matt«r by 
whom exercised, should be held to strict accountability. 
Second : The exercise of all responsihle power shonld lie as 
closely as possible to the people upon whom it is cxerciaed. 
8o long as these principles aro maintained, the ptirpoee of 
constitutional govemment is safe, and the highest poEsible 
liberty for man as a member of society Is insured ; bat dis- 
regard them, and republican govemment will prove a &ilure. 

In view of such a statement of the case, the historical 
sketch included in Part III of this essay assumes a deep 
Bignificance. Its immediate purpose was to explain the idiift- 
ing of indebtedness between the various grades of govent- 
ment, but its result lias been to bring into clear light an im- 
portant phase of social development. It declares that both 
of the principles laid down as essential to the maintenftDOe 
of popular liberty have been disregarded. Thus the present 
standing of private corporations before the law contradicts 
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the rale that all concentrated power sliould be escniised 
nnder strict accountability. The American people deceive 
thomselvea in afisuming to think their liberties endangered 
only by the encroachments of goveraraent. The center from 
which power may be exercised is of slight importance ; it ia 
the fact of its irresponsible exercise wljich may justly occa- 
sion apprehension. The growth of private corporations is a 
step in the development of our social constitution. They 
arose upon the ruins of the States as centers of indnstrial : 
administration, and it is because the States have failed to re- 
tain a proper control over them that they now menace the i 
permanency of popular government. It is true that about I 
1873 the right of legal control was judicially affirmed, but, 
so far as railroads are concerned, the measures adopted by the 
various legislatures served only to discJose the impolcney of 
the States. These corporations are practically irresponsible 
to the people by whose favor they exist, and whom they pre- 
tend to serve. Popular liberty could be menaced by no 
greater danger. 

On the other hand, the growing importance of the Fed- 
eral government threatens to disregard the second rule, that 
responsible power should lie as closely as possible to those 
upon whom it is exercised. I do not know that the exten- 
sion of Congressional duties in late years has introduced a 
tendency uiihcalthy in itself, for most of the new powers as- 
sumed are such as seem essential to the maintenance of unity 
in national interests or of uniformity in institutions. Few 
would now deny that the Federal government should con- 
trol banking and currency. It is perhaps more rational to 
fear for the future than lo deprecate what has already taken 
place. The public is alive to the necessity of finding some 
adequate solution to what is properly known as the monopoly ' 
question, and should it ever be made clear that this question 
can not be solved except by extending the administrative 
function of government, there ia little doubt as to the grade 
of government to which the people will turn for relief. The ■ 
only center of political power now in a position to assume 
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Bnch duties is the Feder&l govemmeiit. The £iiau< 
bilities nader which the Statee rest have placed them hart de 
combat; and, witboat some radical modification of existing 
relations between the various ceatere of goverameot, the prese- 
nre of coming events will inevitably lead to an extenfion of 
adminbtrative functions under the direct control of Congress. 
I This will be a disregard of the second principle laid down aa 
< essential to the maintenance of government by the people ; 
I it will result in the complete destruction of the State goveni- 
inente, which ought to be regarded as the stronghold of tlie 
Federal as opposed to the Imperial idea. 

But there is more to tlus question than the solntion of the 
railroad problem. It is an historical rule of wide application, 
that as countries become more populous, and the social and 
indaetrial relations more complex, the functions of gorem- 
ment must neceeearily extend to continually new objects. 
This ride holds good now and in this country, and, in con- 
sequence, the question of the residence of new powers be- 
comes more important year by year. Consider, as a simpleii 
illustration, the increasing necessity for care of the U 
The frequent recurrence of floods ; the more rapid and 
marked alternation of drought and wet; the progrees of 
farming toward the exhanstioo of lands ; all point clearly to 
the fact that the people of this country must soon turn theie 
attention to the culture of trees. Bat this is a lino of eul 
prise that individuals will not enter upon, because the 
turns in dividends are too remote from the first investment. 
It is a legitimate sphere for the employment of public credit, 
and the only remaining question is: Shall the enterprise be 
undertaken by the central government or by the local govern- 
ments ) To my mind there is but one answer. The States 
are the proper center for the exercise of this function, yet 
they are in no position to perform this duty. They have 
been deprived of the facilities for undertaking sneh a meas- 
ure by an over-solicitous people, frightened by ono unfortu- 
nate industrial venture. 

Sach are the considerations which lead me to regard with' 
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Bolicitudfi the nest step in tbo development of the industrial 
constitution of the United States, If this country continues 
to drift, it will surely como at last under a government of 
concentrated political and administrative duties. The danger 
of the present day lies in the manifest tendency to bring the 
political idea of sovereignty into industrial affairs. This is 
an altogether different thouglit from that which recognizes 
the necesKity of bringing industrial activity into closer rela- 
tion to goveraraent agency. The former leads to State so- 
cialism; the latter contemplates only such a modification of 
the relations between State agency and private activity that 
the purpose which underlies the doctrine of laieaez-faire may 
be realized. Now meaning must be infused into the lan- 
guage of the old democratic doctrine of States rights, in or- 
der to successfully combat the extension of Imperial Ideas, 
The question of importance pertains to the proper political 
and financial equipment of the States for the solution of the 
industrial problems forced upon them by the growth of cor- 
porations.' 

"We are in some danger, in this extended discassion, of 
losing sight of the manner in which it was introduced. The 
point in controverey, it will bo remembered, pertains to the 
wisdom of imposing financial restrictions upon the States, 
but this is a question properly snbordinated to other consid- 
erations. The social aud political tendencies of the present 
seem to demand that the commonweaUhs should be made 
effective factors in dealing with current problems. These 
problems, however, are essentially of an industrial character, 
and it is quite doubtful if they can ho satisfactorily solved 
except the States be granted the liberty of controlling indus- 
trial power — that is, capital. This liberty they do not now 
enjoy under the financial limitations imposed by their con- 
stitutions. 

But by what steps may the States gain a proper eqnip- 

' ThU baa noihinR dlrecily to do with tbe " Labor Problna." That problem 
pcrUlot to organiiatioD within indugtriei, ftiid not to the rdalion of indtistriet 
to Mdetr >t large. 
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Doent for dealing witli the problem of industrial monopolM 
now weigliing bo heavily n[X>n society) A fall answer to 
this qnery demands a book ; bat, reetnuDing oar inpestigatioa 
to the financial reqniremente, we may make quite a definite 
answer. Three distinct stepd mnet be takeu, all of which 
involve a change ia pnblic sentiment, or a reversal of certain 
decisions that have found record in public law, before the 
eooimon wealths will be in a position to think strongly and 
act efficiently upon such questions as forestry or control over 
inland commerce. 

1. The States must be re^mpowered to borrow money. 
This statement but re-affirms the conclnsiouB of our foregoing 
argument. 

2. The States mnst abandon their claim to political eov- 
ereignty in matters of financial contract This is necefiEKry 
becaose such claims are for them the source of financial weak- 
ness, and consequently of adminbtratire inability. A private 
corporation with unincumbered property can secure money 
at cheap rates, because the contract into which it entere U 
amenable to the judgment and enforcement of the courts: 
but the contract of a State, which is sovereign in character^ 
rests for security npon the good-will of the govemment, 
is this liberty of repudiation that depresses the credit of ll 
States when they demand money in any considerable amounts. 
It may be objected that the Federal government also is sov- 
ereign in matters of contract, and yet its credit is high. This 
is true, but the sovereignty of the Federal government is dif- 
ferent in character and purpose from that of the States. It 
stands before the world as a nationality. It is intrusted with 
the power to declare war and to conclude peace. It lives 
continnally in the presence of possible emergencies, which 
may demand immediate control over large sums of money, 
and for that reason can not afford to lot its credit decline. 
But the States arc not imposed with sovereign duties of the 
highest order. The idea of nationality does not now attach 
to them. They have the right to appeal to the central gov- 
ernment for protection against invasion or insurrection. 
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They are not, therefore, under the pohtical necessity of 
maintaining an unbleifiished credit. Is not this position 
into which American public law has drifted absurd and 
illogical! The States are clothed with unlimited financial 
powers for purposes of war, jet never have occasion for 
going to war ; but they are deprived of the right to borrow 
money for industrial purposes, the only object for which 
they may properly use their credit. And from the above 
eompariaon it ia easy to see why the Federal government 
guards jealously its credit, while the States, organized oat of 
identically the saTue material, show great carelrasness respect- 
ing it. The truth is that State sovereignty, as it is now 
maintained, would act as a dead weight upon the credit of 
the eommonwealtha should they ever be empowered again to 
borrow money. 

But, assuming the States are willing to abandon tlie 
shadow of dignity for the substance of power, how might 
Bnch a purpose be attained ? This might be done, eo far as 
law is concerned, by the repeal of the eleventh amendment 
to the Federal Constitution. That amendment, as will be 
remembered, granted the States immunity from suit on com- 
plaint of a private person. Its repeal would permit a private 
creditor to bring a State to the bar of the Federal court. 
But there is no reason to expect that euch a proposal could 
ever be carried through, for, as the States grow in number, 
the difficulty of securing amendments to the Federal Consti- 
tation continually increases. Nor is it necessary to intro- 
duce 80 radical a change into onr organic law. The same 
end might be attained should each State, in wording its con- 
tracts, grant creditors right of suit in its own courts upon 
protested bonds. It is one of the curious ideas of the Ameri- 
can people that it lies beneath the dignity of a poJitieal sov- 
ereignty to admit of suit by a private person. Prussia knows 
no such dignity, but comes into court as defendant on occa- 
sion of the most trivial claims ; and, should such a practice 
ever become common on the part of the States, there is no 
reason why local credit might not equal that of the Federal 
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government, ludeeci, unJor conservative managesDei 
local affaira, there is reason to believe that the comiuon- 
wealths might borrow naoney oa better terms than tha Fed- 
eral government. 

3. It would be necessary, in additioa to tlie rigbt 
bringing suit, for the States to provide 6ome sure means for,' 
the enforcement of a judgment. I will not undertake to dis- 
cnss this question of legal procedare, bat it is quite clear that 
the principle upon which reliance must be had is, that 
court can enforce by mandamus the execntion of a law 
which, duly passed, baa become part of a legal contnuit. 
This would change the character of a State bond from that 
of a sovereign contract to that of a promise of & minor civU 
division.' 

In bringing this discussion to a close, it is only neceasaiy 
to rejteat tliat the question of restricted financial powers, so 
far as it pertains to the States, is more than a question of 
finance. In its discussion I have endeavored to state clearly 
the terms of the problem with which the country is now 
called Qpoa to deal, and in that statement my own views have 
necessarily found expression, I regard the general tend- 
ency disclosed by the bistoiy of industrial society since 1840, 
when viewed in its relation to political development and 
social relations, to have been unfortunate in the extreme. It 
may have been inevitable, for each step seemed at the time 
to have been natural and proper. But this tendency has cer- 
tainly proceeded far enough, Tha States ought not to be 
crushed between the expanding powers of the Federal gov- 
ernment on the one hand, and the growing importance of 
private corporations on the other; and the practical qnestioD 
of to-day is how to avoid such a catastrophe. My view of 
the case may be wrong, but it seems to me that the State 
goveminents should be quickly put into such a financial pod- 
tion that they may assume certain administrative duties which 
the pressure of events is forcing upon governmental ag^icy. 
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The lessons of the present chapter may be summarized 
as follows: The problem of inmiicipal govemuient ie but 
one phase of the eocial problem ; the decay of municipal gov- 
ernment can only be arrested by a re-arraugement of the 
privileges, emoluments, and powers offered in the domain of 
public and private activity, and the reasoning upon which 
this claim rests is of application to the general discussion 
pertaining to the efficiency of government of any sort. With 
regard to tinaneial and industnal limitations, so characteristic 
of political tiiougbt during the last forty years, it seems that 
the evils against which they were directed were real evils, but 
that the method of cnring them has brought great danger to 
present society. The restrictions known under the generic 
tenu of " budgetary legislation," whose purpose it is to guard 
the exercise of financial powers, meets with the full approval 
of the science of finance. The denial of the right to the 
minor civil divisions to loan their citdit to corporations, or 
to become stockliolders in any private business, was likewise 
adjudged to be a safe and sound policy. But for the States, 
whether wo consider legal restrictions upon the loan of their 
credit or upon tlie sale of their credit, we are constrained to 
withhold our approbation from the theory upon which such 
restrictions rest. 
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28, 41 ; opposes popular goviera- 
ment, 33 iq. ; endaogers autonomy 
of weak slates, SS Eq.\ innte* in- 
temacional complications, S4 tq.\ 
renders pennanent class relationi, 
89,41 ; conditions nnder whiob they 
are juatiSable, 78 ; diffurion of, 
among the people, 43 ; holdings ot 
iQ the United States, 44 ag. ; Mdal 
tendencies of intemaiional, IK>; dis- 
tingnished as a trannctloa in etedil 
or In capital, b'i \ distinction be- 
tween local and sovereign, 10O; may 
bo made to terre wnae luefnl pur- 
pose, SOS; burden of, lightraed by 
fall in mliie of money, 341 ; burden 
of, lightened by development of In- 
dustry, 242. 

Debt*, State, in 1«42. SOI; hi 10S(\ 
808; purpose for which diej 
eontraeted, 3i)S ; jjrowth of, 
1820, 318 ; agitatinn for S 
Bssompdoa of. In 1842, S8S af,: 
plan for Federal assmnption of, '" 
1842, 835, 836. 

Debts, muntdpal, amount of, tu 1880, 
24 ; purpose for which they weie 
contracted, SOB ; rise of, since 1840^ 
343 ; balance ot, for large and •nail 
towns, 845 ; interest of land tpMnla- 
lors in creation of, 8S8, 3M ; •nNont 
of, created for o.'iaiatance to raltfaids, 
3SR; relation of municipal 
to, 3B7, tq., 867. 

Debts of various i "'' " 
if States. 

Debts of various so . . 

FlooHt^ dtbti. In Amerioui ddi 
"' fundingof, " -.-—•.- _. 
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BpeotiDg, 2tl ig. ; political tendeuc; 
of, for weak Sutea, 20 ; advimUgcii 
of, in cue of nar, BS, r>9. 

Tamm-arg diili, vlien jusliSable, 
78 ; relalioD of, la defiuil financier- 
li^, 63, 1B4; characteriiaciaa of. 
ia3 ig. ; Decesslt} for tlie funding 
of, IM ; treasurj notes tlie bcsl 
(orra of, IfiT; bad luo made of, ia 
the Cait«ISUte», 150. 

Jmpropenail debts, nhcD justifia- 
ble, 78, SB t^. ; tuiaumea iu binuonr 
with the purpose of, 164. 

ETNergrrMg dd>U, whca jusliflable, 
78, S3 tq. 

Fimdtd drbu. descriptioD oF, 147 ; 
Bbould be almptltied at the close of a 
war. ISI. 

J^petiHtl dihit, description of, lOfl 
»j.; obango in Federal policy re. 
■pcctiag, in 1801, 160; relation of 
dliL-ouDt tjoods to, 170. 

Limiltd-opiion debU, adopted b; 
the United States in 1802, 162; 
argument against, 162, 163, 

Dibit pagiMe hg im/altmtjii, ad- 
vantages of, 163, 104; argument 
against, 166. 167. 

Debt pajmont, pollcj of. opposed by 
moneyed classes, 42; policy of, nb. 
Blnicted by diseoTiat Hnanciering. 
176; conver^on should not obstruct 
the policy of, 23B ; defense of policy 
of, 343 n.; concerning the rapidity 
of, 247 : mjuiions taxes sbould not 
be maint^ned for purpose of, 24N ; 
rapidity of, in the United States, 
S40, 268 ; provision for, by the Fed- 
eralists, 269, 264; theoiy of per- 
manent appropriations for, S68 ; by 
mariiot purchases, 276, 277 ; policy 
of, eapedaltj Important in local 
flnanderlng, SIO, 318 tg. 

Debt, ReTuliitionary, funded Into an- 
nuities, 1 60 J not reduced during the 
Federalist administrations, 266, 

Deficits, not a aare giga of bad finan- 
deHnj;, 78 to. 

Discount bouda, polii^y of, 167 iq, \ 
gold proceeds of, during civil war, 
40, 131; cash proceeds of, in Eng- 
land, during Napoleonic war, 1TB; 
reasons for advocacy of, by practical 
finitnoiers, 170, 171 ; opposed to 
poller of debt payment, 17B; op- 
posed to policy of converaloD, 176. 



Distribution of Feilet«l lurplus, amount 
of, coming to Uicbigan in 1837, 357; 
relation of, to the policy of aSBump- 
tion in 1843,334. 



Egvp'i IKilitii 



^plications attend' 



ing the growth of debt of, 99 tg. ; 
inlemational conferenoo respecting 
the finances of, 34 ; amount of an- 
nual payment of, to foreigners, Bl ; 
the debt of, why drawn as an annui- 
ty, 164. 

Elliot, Jonathan, funding syftem of 
the United States characterized by, 
263. 

England, origin aud growth of debt of, 
V *g.: comraercinl spirit in, under 
William III, 10 1 militsry standing 
of, IB ; method of providii^ against 
fiscal emergencies in. 80, 93 tg, ; use 
made of cUacoont bonds bv, 170; 
converejon of debt of, in 1844, 231 ; 
debt of, lightened bj deprecfnlion of 
gold, 241, nofef debt of, tightened 
by growth of industry, 242; rise in 
local debt of, S47- 

Erie oanal, success of, S29, 330. 

Expend iture, modem progress demands 
Incrcaee in, IS; IncrcDSe In public, 
since J840, 18 ; t«tal public in Unit- 
ed States, 14 ; nta in, foe United 
Statc^ since 1860, 80, 61; extent 
of, for the eivll war, 109. 

Eiporte of the Uiuled Btalei, 1801- 
'68, 00. 

Federalist, origin of, as a pxrty name, 
820. 

Fenn'a "Oompendium of the Funds," 

died In note, C, 30, 32, 33. 
Finanderine, public, contrasted with 

private firuuidcriiig, 79, S44, 366; 

fundamental principle of, 107. 
Raher, Jo«ph, cited in noH, 10. 
Ford, Worlhingion, referred to for 

sketch of refunding, S31, note. 
Foreign debts. Cf. under Debts of 



France, debt of, 4; militair standing 
of, IS; Scandal tendcndcs in, since 
1870, 18 iq.; interference of, in 
Meiioo, 36; distrlbuUon of debt 
amoni! dtitens of, 43 ; ooct of war 
of IBTO to, B4 ; pajmetU of Indem- 



nitj to Gennanj b;, S4 ; 
of pablic debt opposed in, iS, 818, 
ai9; burden of debt of, lighlened 
by groifth of Industriea, 243; rUe 
of local debt in, 343. 

Oall&tia, Albert, lout polic; of, tor the 
oonduct of > war, 112 ig.; relies 
upon the United St&tes builc, 120; 
opposed to pcrpetml dobt«, ISS; 
views of, reBpectii^ pajmtni of 
debt b; iniUllmcnt^ 1ST; policy of 
eqaalidng tnda adTocatcd bj, ISC; 
opposes discouDt bands, 176; em- 
barrawinent eiperieaeeil bj, ia p»j- 
meat of Federal debt. 239; Tiovs 
of, OQ unking funds, Si6, 3ST; plftn 
of, for inlenul improvemenM, S22. 

Qambclts, Leon, opposes ooaverdian of 
debt in France, SIB. 

ffibbons, J. S., cited in nole, 190. 

Giffin, IU)bert, cited in note, Sfll, !80. 

Gladstone, W. £., propoasl of, to re- 
duce interest on Egyptian l>onds, 34 ; 
fiaiuicisl mUiagemcQC of CrimeaD 
Wnr by, 94; terminable annuities 
farored by, 241. 

Goulburn, Ur., plan of, for oonrerting 
Ibo Englbh di^bt, £21; quoted in 
text, as faToring coniersio^ at par, 
839; Bniland abandons inking 
fonds under the direction of, lOB. 

OoTenunent, distinction between sot. 
ereij^ and corporate duties of, 99, 
ses; policy of reatrloUng duties of, 
876 ig, ; differenoe between State 
and municipal, 387; difFercnco be- 
tween Federal and Sute, 396. 

Government, Constitutional, relation 
or, to the funding Bjsleni, S, 22 tq. ; 
perfect workings of, opposed by sur- 
plus cevenne, 81 — and by war-re- 
serves, 87; safeguard of, 3SB; two 
fundamental principles of, 392 ; rela- 
tion of oorporntioDB to, SB3, 

Oovenunent of cities, Mew York com. 
miBBlon lo devise a plan for, sng ; 
FenDsylTsnia commiasion to devise 
a plan for, 344, SIM, SflS ; true oon- 
ception of tlie nature of, 862, SSa ; 
source of corruption in, SS7 iq. ; 
suggestion for reform in, 374 ; ques- 
tion of gax in, 339, 391 ; question of 
water in, 390. 



the Ite*ololionki^ debt, IBS) pr» 

vision of, for paying the Revolntion- 

ar; debt, £63, sai. 
Hamilton, Robert, cited in leit, 201, 

292; died in KoTe, 2S9. 
Hendricks, Frederick, dtcd as m- 

tborilj on Eogliih uiouities. Hi, 

£00. 
Boek. Earl ron. Socretafj Chue etill- 

cisedby, IBB. 
Holland, debt of, in 1714, B. 

Indemnity, payment of, by Fnnoe I 



Imports, for the United Statea fiaaiJ 
ISei (o 1808,60. 

Improvements, public, policy of. 
United Sl«tet. 96; economjr ia, de^j 
mands use of credit, S7 tq. ; plan of' 
GallaUa respecting. 322; lesull afi 
the experiment of State oontrnl ova^j 
339 iq. ; retaiioQ of municipal debt*' 
lo, 8&5, i&i. 

Income-tai, nse made of, in Rnglsfid. 

Industries, relation of public bOROW- 
ing to, 1 so. ; not a simple conofp- 
tion, 39 ; effect of public borrowing 
upon,BU[Dmitriied,';6; effect oltar- 
reservcs upon, 87; may be qnick- 
eocd b7 levy of taxes, 106; alionld 
be readjusted to peace dcmud* at 
close of war, ISO ; diverdon of n« 
from, by dvil war, 192, wafe 

Interest, cif ect upon induatrie* «f toanl 
coDtracted at nornuU nMa of, 62 — 
at high rate of, 8rt — at rate* ot A- 
nonnallii high,7l ; distinguEthedmm 
profit, S4 ; payment of, not ended 
by Icgal'tender notes, 14ft; t*M of, 
should be lower on public lluw on 
private bonds, 204; rate of, not 
alTeclcd by conversion, 219, 130; 
payment of, on public debt, maj be 
nntidpetcd, 209, 278. 

IntcrnsI revenue, proposed b; 6een-_ 
tary Chase, IS« ; rectipts fcom, di 
ing eivll war, 132. 

lutcmationnl borrowing, polllleal |i 
dendes of, 2S, 34, 36. 

International crudita, nse made of, ta * 
Europe, B3. 

Inventions, effect of teilile. In be- 
laud. 1 1 ; effect of slate of war upon, 



I 
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Jackson, Andrew, poUoj of, for restor- 
ing power to tbe Suteti, 331 ; poDc; 
of, OQ inteni&t improvements, 823 ; 
qaolcd in nolt, ttH. 

Jevooa, W. Stanlej, money market do- 
Qncd bj, 7 ; cited !□ note, 69, 211. 

Johnson, W. Csst, report of, on os- 
Buming Sute debts, in 1U13, cited, 
295, 303, 333, S34, 83E, 333, 337, 
S3S ; quoted In imle, 324. 

Jones, Aoting-Secrctarj, Gnsncial pollcj 
of, in 1814, 110. 

Land, amount of, granted to railroads, 
3G6, noli. 

Law, respecting foreign debts, 26 tq.; 
reapeoting Stale debts, 2SS ig. ; iv- 
tpMtiog mUDicipal d^bls, 2UII ly. ; 
American, resjiccting debts, 36 ; 
American constitutional, character 
of, 286, 397 ; of New Yorit, fof en- 
forcing pajment of Stale debts, 
263. 

Legal-tender notes, follow lo^iicalt; 
fram too great reliance on loans, 
134; ftro lorcod loans, !4t; srgu- 
mcnl against the use of, MS; Scare- 
larj BriBtow's plan (or the retire- 
ment of, 200, 201 ; convertible notes 
diatin^Iabed from, 21B, 

Lewis, Sir G. C, sinking-funds favored 
by, 2flO. 

Louis, public, psychology of, 109 ; 
amount of, tor war of 1812, 117; 
amount of, provided for, in 1861. 
127; gross receipts from, during 
dril war, 131 ; scrrice rendered by, 
in time of war, 137, 138; motived 
leading to purchase of, 143 nj. ; ar- 
gument against equaUznlioQ of bids 
for, 189. 

"London Times," calls America a 
"solndlinf; shop," 319. 

Louisiuii, psyment of bonds issued 
for purchase of. 308, note. 

Liixurtes, effect of public borrowing on 
the conf ampUoa of, S9. 

Lcroy-Beaulieu, died in nolt, 43, 4S, 
R7, Ul; classiScBtlon of debU by, 
143 ; ciplnnalion of permanent debts 
by, IIS; farora English rather than 
ijnerioui method of ooDicrgion, 233; 
criticises American policy of debt- 
payment. 242, nolt, 

Le TrAsoT de U Roeqne, H., quoted on 
conraTSion of the Fr«noh debt, 218, 



219. 
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B.S. 4M 

MacLeod, Henry D., riews of, retpeel- 
ing the relation of government to 
panics, 2 IS. 

UcCullodi, Secretary, argoment of, for 
contracting the currency, 184, IttQ, 
1 88, nofe ; the theory of resumption 
adrocated by, IIM, 198; disregards 
the sinking-fund law, 270. 

McCulloch, J. K., quoted on the Bnan- 
cial policy of the aacicnts, 8S. 

Mexico, threatened Inrasloo of, 3S. 

Michigan, ciperienco of, with internal 
Improfcmenta, 330, 326; rate of 
taxation in, lor debt, in 1842, 832 ; 
law respecting railroad bonds In, SGS. 

Mill, J. S., qnoted in text, 187; cited 
In ntte, 69. 

Money-market, nature of the, 7 ; devcl- 
opment of, in England, 9 ig. ; strict- 
□re 00, caused by surplus Bnancier- 
ing, 82 ; relation of goremment to, 
in Ume of panic, 2UT. 

MonopcUoa, prindple amtrolliog prices 
10,869; problem of, 396. 

Monroe, James, view of, oa tntenial 
Improvemcnta, 323. 

Honroa-doctrinc, asserted bv Mr, Sew- 
ard, 36. 

Morrill, Secretary, speech at, on ts»- 
bills of 1864, 130; management of 
refunding by, 236; computation of 
tbe rinbJDg-fund acoount by, S7S. 

Municipal indebtedness. Cf. Debts, 
Municipal. 

Nationality, effect of the spirit of, upon 

Snanccs, IS s;. 
New England, prsdtice of eofordog 

municipal bonds in, 297. 
New Orleans, "premium boDd plan" 

for refuading the debt uf, 2i9, 

Northcote, Kr Stafford, quoted in tent 

on conversion of tbe Logtish debt. 

221, 229. 
PalmerstoD, Lord, circular letter of, 

respecting foreign debts, 27. 
Fames, cause of. In 1837 and 1897, 

184 ; governmental aisistaooe in 

time of, 207 »q. 
Paris, rise of debt of, 346, 347. 
Paraguay, cost of war of, with Chili, 6. 
Patriotism, financial importance ot,l 1 1 ; 

loans based upon, not reliable. 143. 
Perceval, Speneer, lerminable annuities 

created by. ia 1808. 207; argument 

tor uinuitiea by, 21(7, nolt. 



Pern, o*ra of guano inortgiged u> k- 
care bonds of, SS. 

Pilt, Wllliun, inventor of discOQDt 
finuiderilig, ITO, 173j cit«d tn ttit, 
!Sl,253,a;t4,iB0. 

Popalation, increase of, in ciltM, 340; 
Gn&ncial consequences of increase of, 
in cities, 850, 351. 

Porter, R. P., oited In noU, 24, SOS, 
804, sua. 

Price, Dr. Richard, theory of, respect- 
ing Blnlcing-fuadfl, 261, nj.; invited 
to take clwrge of iioeHciui rvvolu- 
tionar? finances, tii. 

Prides, not aff^ted hy (orel;^ borrow- 
ing, 58 ; rile of, in Ibe United Stales, 
from IBSO to 1(174, 104; effect of a 
return of peaoo upon, 1S7; etibet 
of inflation upon, nul uniform fur all 
goods, 191. 

FroSt, rate of, in the United Sutes, 
2S0. 

Protection, theory of, responsible for 
pension acts, 8 1 ; paynjent of public 
debt ID Cnitcd States trao(.'at>le to, 
176, 274. 

Pniasia, oost of war* of, with Austrin 
and France, 5 ; Increase In expendi- 
ture of, since 1840, 13; military 
standing of, IS ; method of provid- 
ing ag^nst flscal emorgcocics In, BA. 
iq. ; war-reserve of, 89 ; cause of low 
low grade of laduetries in, 370. 

Befuoding act of 1 870, theory of, 222 ; 
classes of bonds eremed by, 22fi ; 
crilieisma npon, 326, 227, 284, Ssn, 
279 ; obaogcs In the debt oacofiloaed 
by, 232; oost of eiecution of, 236, 



e (oi social evils, 41 ; Ir 
ble paper money an invit 
1 BS ; John Quincy Adams on, 29B ; 
Porter's atliclc on, aited in nofe, 
833. 
Beiumption of specie piymcnta. con- 
traction of currency the Grat step 
toward, 18S; arguments for, at close 
of a war. 187, 189, 191 ; why the 
agricultural lotcreet stands opposed 
to, 192, lea 1 advocated by Secretary 
UoCulloch, 184, I8B ; flecretnrr Mc- 
Oulloch's theory of, IB4, ISSj Sec 
retary Boatwell'a theory of, 197; 



IcUullocb's pol- 

I, 199; law at l] 

asfitatanoe *^*^^^^l 
1873, :il, lU^^H 
msnigenKal D^^^H 

cd in mlt, 89. HI 



Secretary Briitow'a Oeory of, 100; 

accumulation «t specie not adequate 

to, 198; Secretary UcCullocb'a pol. 

icy arrested in 1868, 199; law ' 

1875 providing tor, 201. 
Richurilson, Secretary, asatatanoe 

dcrcd by, la crisis of 1873, ill, llii 

erititiBm upon, SH . " ' 

refunding by, S3S. 
Rosehcr, Professor, died in no^ 89, 

S4a 
Russia, debt of, 4; increase In eipw>- 

dlcures of. since 18(0, IS; odlita/y 

standing of, 16. 

Sai^Qt, W. L., work of, on tul±ig. 
funds cited, 260, 261. 

Bsvlngs, relation <^, to public botraw. 
inga, 63. 

Bcward, W. H., opposes French oec*. 
pation of Mexico, 86. 

Sherman, Secretary, oiuugetDent of 
refunding by, 2i(a; Interpretation of 
•iaking-fund law by, 273, note. 

Sinking • funds, amount appropriated 
to, by Secretary Cliase, 128 ; theorr 
of, 2G2; error of, as a neani of 
debt-payment, DCS ; aba 
in Bngltnd, SS9 : crctition oC by 
Federalists, 283, 264; GsUadnW 
view of, 266; abandonment et, ' 
the United States, 267; eaubtkl 
by Secretary Chase, SS9 ; appraptifc 
tJon to, may be eipondcd in the pui^ 
chase of other property than bcndli 
280; appropnaio for local " 
ing, 31)9, n. 

SociaHsm, elfcct of, upon bndgeta, IT, 

Spain, debt of, 4; increase in expen- 
diture of, since IMO, 13. 

Spcde pnymenU, euspention of, la 
1814, 120; for resumption of, SM 
Resumption. 

Sterne, Simon, views of, respecting <stj 
government, 800, 361. 

Stewart, Sir Jame^quutod In Congteai 
in 1813, 118. 

Suffrage, restriction of, argumenta for, 
859,861,863; dlfficultiea in the way 
of, 860 ; evidunoe of the PennsylvB- 
nla DOtnmiiwoti rcapeottng, 864, S6B, 

Surplus rercnne. more dangCKnia than 
delidta, if cnntlnuous, 80 tq.x can 
not be safely deponted in banks, 88 i 
effect of (Ustnbution of, in 1834,, 
827; relation of distribution of, '* 
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of State debts in ISJS, 



TaiRtJan, public boada thoultl be ex- 
empt from, Ssa ; locai debts limited 
b; Umiling power of, 3SS, 3SG. 

Tmea, bsnnonj o( direct, witli po(lli- 
lar goTsnunent, 23 ; tardj moiomeut 
in, if newly levied, M ; increaae of 
nte in, does not rIwil;^ increaao 
revenue, 84. 83 ; ludden ehuigea in 
«Io ot, Bverted by loans, 67, 98; if 
eicessiTe, followed by private loans, 
98 1 not adequate to carry through 
a war, 106, ig.; ratio of, to total 
product, for civil war, l(i9; lue of, 
in war-flmmcieriiig, 136; "injuri- 
ous," true conceptioD of, SiT ; ica- 
dcocj ot rale of, to rise in cjttea, 
SIS, 3G2. 

Telegraph property, may bo purchased 
by BiakiniE-fuod appropritttion, 281. 

Textile machinery, effect ot introduc- 
Clon of, in the United States. 876. 

Tooke, ThoniM, quoted on relation of 
money to prices, 190, \9i. 

Tontines, eonslderaiioa of, 173. 

Trcasury-notce, amount of, sold during 
the war of 1813, 117; amounC o£. 
sold during the war of IBSl, 189. 

Treasury reports of the United States, 
died or quoted from, o[ 1806, 178 ; 
of 1B0T,113; ofl80B,113; of 1809, 
113; of 1813, IlSi of 181B, 126; 
of July *, IBfll, 127; of December, 
1861, laa, 129. 17i>; of 1836, 184, 
18G, 194 ; of 1886, 198 ; of 18GS, 190, 
wXf,- of 1878, 197. 

Tunis, inSncnce of forcipi bondholders 
In ibe government of, Si. 
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81 ; Intereat of, b international bor- 
rowiuE, 3G ; dietributlon of public 
debt in, 44, ig,; foreign trade of, 
from 1881 to 18fl8, 80; Leroy-Beau- 
Ueu criticiM» the policy of debt- 
payment of, 242, note; rapidity of 
debt- payment in, 249, 268; relation 
or publio to private life in, S71, tg. 
United States Reports, casea dted, 
Chisholm vt. Georgia, 291; Cohens 
M. Virginia, 2SS; New Hampshire 
tt. Louisiana, 264 ; New Tork vt. 
Louisiana, 294. 

Wages, reduced b; use of diaoount- 
bonda, 73. 

War, cost of, between 1860 and 1870, 
fl ; coat of Franco-FrusBian, S4 ; de- 
mand for common products increased 
by, 89; effect of, upon inventions, 
70, 71 ; Crimean, financial manage- 
ment of, 04 ; true conception of bur- 
den of, 107, 108; of lesi, taxation 
for, lOB; of 1812, cipenditures for, 
124; ol 1812, debt created for, £66. 

War-Bnancioring, policy of, adopted in 
IBIS, 112,*;.; collapse of policy of, 
for war of 1812, 121, 124; marks 
of a good policy of. ISO ; po1ic7 of, 
stloplcd in IBBl, 126, e;.; orilidsm 
of policy of, for dvll war, 132; true 
policy for, 134, tg. 

War-reeervee, policy of, 8B, iq. ; amount 
of, among ancient peoplee, 66; op- 
posed to constilntional govenmient, 
87; relation of, to induetriee, 87; 
compoution ot, In Fnissia, 89. 

Washington, George, letter ot, concern- 
ing internal improvemeniA, 822. 

Wells, David A., quoted for rise of 
prieiu during civil war, 74, nalt ; 
quoted on diversion ot labor during 
civil war, 192, note. 

Weston, Ur. quoted on interpretation 
of the ainkiug-timd law, 27 L 
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SCIENTIFIC PUBLICATIONa 

Anthropology: 

An Introduotion to the Slurly of iSan and Ciiilization. Bj Edw^bd B. 

Ttlob,F. R,S. With 7S lUustratioiis. 12ma. Cloth, tS.OO. 
'TotakB In hud ■ dwii vtd TwlimU to u ordwij p1iio« to «aio]lii« tho Tut complDiDr 
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■mItm incBb»TlD>abl*liud u mi^i P>''***°'< < 
If ud dd^MAil •doDO*."— £0*dM ^MniOUTi. 

Tbe Hunan Species. 

Bj A. Dl QCITAETJ 

NatunI Ilisloi;, Par 

Natural Hietory of Man : 

A COmtSE OF ELEMENTARY LECTtTEEa. With m Appendii. By 
A. Dl QPATRErAOEH, ProFcflsor of Anthropology la the Miueuni of NatunU 
Hiatory, Puii. 12iiio. Cloth, (1.00. 

miDd JddKtnfldt M. dn QnitnCi^ It du ot Uw tUeit, u bs I* ou o/ tho owtl oDtbuluUe, 
uthnpalaclili ol tha diy."— A'tio York Tbna, 

Han before Uetala. 

By N, Jolt, Professor at tho Bcicnee Faculty of Toulouso ; Correspondenl 
of tbe Institute. With 148 lllustrsuona. 12nio, CTolh, (1.76, 
' Tho dlMOUloo of Duo'i orlglD u>d •wlr hliioiT- br Pnfeiwi Da QuiCrobcti. liinntd oos 
ofthonuMtiiHtalTolDniMliiUu'liitaciiitloiul BdantlBg 8Brl**,<ud tho wme nllcetlDD la uw 
Ibrthcr nilBhad In ■ pajnlB trMllia on p^ioatoW, b* U. N. JoIt, riuft wor 1b Uw Unhainj 
ofToBlflua. TbttutTofthlbdOlL'lbslMiin ifibV tDdhalnlhaltadtUloDiofthawrltw^l 
thastL BliOtjMitlitaMBgbifilWtlwniiniaolu prooO, ralkct*d bf Dioden t« m rih,rfth« 
(mat aga of Iha hnmu net, and to ihow ni what m 



The Races of Man, and their Geographical Distribution. 

From the Gennao of Oscar Pracnzi.. 12mo, Cloth, (2.28. 

The Origin of Civilization and the Primitive Condition of Man, 
Mental and Social Condition of Savages. 

By Sir Joan Lubbock, Bart., F. R. S. Fourth edition, with numerouB 

Additiom. WiUi QluBtrBtions. 8to. Cloth, IC.OO. 

"Tblatotcnnliiciratk— tbrll li tatssaelT wlnlta aloi. irapt, ud the ■bllltr or It* aolbop— 

InaU or «hat tb* adaDttiU denomlData MMropolim. or the ulanl hUtcuT at tho haniu ips- 

daa •. Iha eomplata actansa of mu. bodr ud aoul, Incbding ui, taDipaiuueiit, raca, diUliaUoii, 

•U.''— iYiwUoioi Pnn. 

Prehistoric Times, 

AS ILLUSTRATED BT ANCIENT RKHAINS AXD THE BAITSERS 
AKD CDSTOMS OF MODERN BAVAQEa By Sr Johb Lcbboci, Bart., 
F. R. S. niuitrated. Entirely now ravised edition. Bto. Cloth, (B.OO. 



Kew Yoik ! D. APPLBTON k CO., I, 8, * 6 Bond Street. 



SCIENTIFIC LECTURES AND ESSAYS. 



Popular Lectures on Scientific Subjects. By H. Heui- 

fioLTZ, Proressor of Physics in Uie Uniiersilj of Berlin. Tint Series. Tniu. 
Uted bir E. AmiiaoK, Fb. D., F. C. & With an Intraduvtion bj PtofcMor 
TTNDU.U Wiih El UluBtratioiu. ISmo. Clotli, |2.00. 
COXTgJfTS.-On tbe Belitlon o[»*ninl Bcleoce 10 8cl«ncs Id GcncrsL-OnOocUit'i 
Sdentias RcinrehHL-OD Ihrj Fbraioloelcal Cadmi of Binoac; tn UbiIc^Ici mud QSu. 

Tb« ConitrrUlou ol Koice.— Aim and Progroi of Fbjtic*! Scl«nt«. J 

Popular Lectures on Scientific Subjects. By H. Helv*^ 

UOLTX. Second SeriM. ISmo. Ooth, tl.fiO. 

C0STKXTS.—O\um Ua^at.— Id Mamoriun.— The Orif^n mfl SlgnUeanc* Df Of*- 
motijcil Ailoini.— Rolition of OpElEi to PftluUv.— Ori^n ol lbs PlucUr; Sjrtmi.— Ob 
ThDDghl In Uedlcloe.— Academic Freedom In Qenoan tlolvenlUca. 

" ProCenar BalDibotti'i eccond ceiiea of * Papulae Leclnre* od Sclenllftc Snttlecti ' fbnu 

qaencBo[[[iiiDMnnir«DBrallEat!oDwll) Oadblmscl/IuipiillTDiiataktn. InelrleaBdBelbot 
tbe» diaconnci are modeli of eiullDnce. ind, line? Ibry como from a man whoM Iran- 
log aud nLborttT are tirjoDd dltpate. Ihcj mtf be accepted aa prcfenlUiit tb* coodoaliaa 
ol the beet UiDogU of the ilmea ia ecleailSc Uclda."— iloMon T^vtUir. I 

Science and Culture, and other Essays. By ProfessMl 

T. H. UciLiT, F. R. 9. 12mo. Clotb, fl.60. I 

"Or the <s»r> ibat bars been oollecled b; ProlegaoT Ilniley Id tbla TOlnme. Um SmI 
fonr deal nllh some aip«ci of edacsMoD. Moat of tbc nmalndir are oipuiltlooi of tt 
anlta ol biological re>e*Kh, and. at the Hmo timo. illDBlialloiie of Ui( blsU 
Ideaa. Soma oftheia areamoaK tbsmoet inlereatlDi; of Profeaaor Bnzlo)''* < 
Id tbo llEsratars of tcleaai."— London Acadtmy. 

"It la reft'eablnit lobe bron^ht lata cooTcne witb one of Ihe moat Tlgomuai 
thlnkflTa of onr time, who baa Uie power of pnlting hia IhoagliU InlolaitgiiaEstoclearaM 
forcible.' '^London Sptdator. 

Scientific Culture, and other Essays. By Josiah Pas- 

BONS CooEE, ProfesHor of Chemlgtrj and Uineralogj in Hairwd CaUegt, 
12mo. Cloth, tl.OO. 

Thoao eaMji are an ontcome of a aomswhat largo arperlance In leacblng pbjalial 
•dence lo college alndeDta, Cambridge, llauacbuetla, aailr hI the eiam[dc of nuUnc 
tbe atodent'i own obietratloo* Id tbe laboratot? or oablnel Ibe baalt of alt leacblng. ellbet 
In experlmenlal or calaral hlalorj adence ; and tbla example baa been generall; tolloved. 
"Bnt In moat center* of edacaUon." irritea Proftttor Cooke, "tbe old Iradltlona to fkt 
mnite (bat Ibe gnat sad ol »clantUlc coltura la loat In attempting to conform emi kbo- 
ralorj InatracUun lo tbo old acadamie metboda of redtatlone and eiaminallona. To polal 
onl ibia error, and to claim for aclBiice-teacblBg Ita approptiale metboda, «s* ooe ot()MI 
Of wrtllng Ibeae eaaaja." 

F^ mit by all baotttlltri ; or unl bi/ mail, pod-paid, on ricrijil 



Sew Tarb : D. ATPLETOK & CO., 1, S, & S Bond Street, 




Man before Metals. 



U DOIT firttier ruricbod t>r • [xibulEr trudae go tuleanukiln', by M. N. July, PrcTtuot Id Iha 
TTnlTanttT ofTouIoiue. The ClUo of Ibo book, ■ Min betm Mclala.' ladlcitM the limLutlons of 
Us wrltai'* tluma. Htt object l> to bring togFtlm the nnnuniiu pmofl, b>II«Ici1 I^ Biodtn 
nuinh, orthecrait iga of IbobDnma rxw, icd U ibaw di wbiit min wu. Is reapect of riu- 
lanu, UiduuriM.uid monloi nllituiu Mou, bofora ttw luoof nwuls wu knowii U hjm,"— 
A'™ Kb-* film. 

" An Intanailnff, out to my (ludDiUiig volanH."— Airui York CAurcAmm. 

" M. Joly*! book mmj nn iho dlwoiertM of modern «i*iic« bMrinit on iho ptinntBl hljBwy 
Drmnn. OD tba •otlqulLy of tb< humiD net, ud on lbs drcsmBtsDceB illondlog it> elov ud 

Cutklstcmt lolfaemo^erDlciolordvilUiLloii. U ji1» pnunn vtth bnvit/ bat thoivuitfaDrH 
11 g^aenlif Kcaplad thiwrlKi relitliig to ths hAblU mid envln«iooot of pKoiltlvo mu. lU 
uwhitneM ud tnUreti ue inucb luiaiud by niuucnnu ud ncelleDl lUnitntloai.''— PfitbwM- 
plila XorlA American. 

" Tbl! tt > book worih owning."— Jfoo Fort ChrUHaa Adrocatt. 

Animal Intelligence. 

By GiotulK J. RoMiNEa, F. It. S,, Zoiilogiod Secrctmj of the LinnEan 
gocietf, elo. 12ma. Cloth, (1.7&. 
" M; Dl^t In tho work u ■ whola ll tmrbld : FInt. I bin thoofiht It dualnhle that (b«» 
ibonld bo Hinetbliig nKQihUiig a tsxt-book of tbs ben of Omnpinllco rsjcbotney. to wblcb 

UmoMlvn with Uw ptrHcnIu IbtiI of InlaUlguico to wblrh thli or tbal tprcln of idIiiibI 
ktMni. MyMsond and msitta mon Important bbjKt It Ibtt of mailileilng tbu Ibcti uf BDlmU 
tDtBlU|;eiiss 1b Iholr rIiMoii to Ibolbeory DtdMuom."— ^Voin IHt Prt/ace. 

" Uileu wo «« EruUy inlitikeii. Ur. Ronunat'* work vlll tikeltiplve it ooeoflbamolt 
•ttnellT« TolDDUt of U» ' InMraiUoml Belmtllk ScrlH.' Bom* panou naj, lnd«d. be dia- 
jwMdtoMyttiaMtlatooatbMtlTa, tliatttIMB Uw popolir loMa hr tba mrlDua mid nwr** 
wttbint •nbptyliil my csmmaBniat* dlKtoUaa Id aniit aslaatUle nksUiiD : bat tha aDlhiir 
va tklnk^njUy JuatlAed hlmaetf In bla raodeat prabo*. Tbt raavUli Aa appeamuwAfa eo 
tlon of fkcU wbldi irfU bAintal booa u tb* rindaol of CunparMI** PirciobKy, Ibrtblili 



.. -. Dl oT CunpaiM1*« 

_ It attampE to praaant ayHonaUsiUj HaU-auimd obumtliNu on i 



potodua 
Inwl1l<«i 



M wlibont uflpls eaaa*, to hira cotBpMely ttfldi 



tjed the aup- 
>r Kmarkabla 



inWl1l<«BcelD aoDH ofibahlcbatanhuiUs, Ilia Uie MamlCB'T nncli 

powni tlirnlahed by the ivItpUtlDn or mesoa to endi In laiaa which laaDol beoiplilocd on tb* 

theory of inberttailaptltade or biMt."— .Vain Tort Am. 



The Science of Politics. 



By Shrldon Aaos, M. A., kuthor ot " Tbe Science of Law," olc. 12ujo. 
Oalh, tl.75. 

wm be dlipjiud, Bltboneb aterling eommon acnu la ■ characUrtitlii of the book, I'd tbg 
poUllul Btndont and tbe piaulei] HitMniin tt omtbl to bo of creal value."— .Veu York HeraSit. 

-n.... ._....... .._ -,bu,a (Voni Pl*lo and Aritlotle ft Orooca. and Cloom ID RoDia, to 

aUab Held, not illiibclDc the tcarblnm of the Amerloaa ReiolntloD 
b Kavnlntlon of \'ti. Fonnii of (HtriRiiDant poHdoal [erma. the 
inwrlttro. id the anb}Kt. a »d1fl«t1on friim Jaatbdan lo Napolmi- 
nrlM, an iTMiUiil u parte of tba auMwt in band. Keoaaatlly lb 
lalaUvo anUiority. poUc«, tlqqor, and land bawi an conalderHC an' 
' mportAnge In all oouiilfiea, the »latlana of corporaOoDa to th 



'— Jfete York ubtarrr. 

Kew Yorit : D. APPLETON J( CO., 1, 3, & 6 Bond Street. 



WORKS ON POLITICAL ECONOMY. 



Uiir> Principles of Politic&l Economy : i^bridgcd, wiili Critical, BibUo- 

fmplilol, mil EipluiKtorj Kotm, tnd & Sketch of the IlisMrj of FoIIUmI 
coDoin;. Bv J. Lauuno Licshuk, Ph. D., Asalsiuit Profettor of 
Political EcoDonjj id Harrnnl Uoirenil;. Wilfa TweDlpfour Uipa and 
Chaita. A Teimook for Collegia, 8to. flbS psges. Cloth, (S.W, 

"An eiperienoe of ftvo jesn with Mr. Uill'a treatiM in Uio clwv-rDom a 
, nnt only of the great BBBfulnoM of wbftf ""^" ■-- - --■ - -• 

-j^UniKtio books jBt publialied which onv 

have also been eomiQced of the need of m 

of Inter thinkinff, without militating aftuioBl 

of Bucb illuaCratloiu as iibould fit it better : 

attention to tha application of prinaiplei ii 

which Rboald makeit eoHT-- ■ -• fi— — 

vlewi on eoatroverted quel , r— — -d > — 

work in whli^ Hr. Uill ft^htenod away the reader b; an ippcancee of too girtt 

abatractneiH, and lo render tbam, if poifible, more ea^y of camprehonsiao te lb« 

■(□dent who tint nppniiuihoa Politjeal Evonooiy through thia authoi." — Ihin 

Frffac*. 

Principles of Political Economj, with some of their Applications to 
Social Phil osophj. By Jomc Stuui Mill. 2 toIb. Bvo. CloUi, it.^N); 

half calf, extra, (8.00. 

" UmiueBtionsbly the best liTing writer on polilicol eoonomy." — Pnftttor Bavn. 

" In exleot of information, bnudth of treannent, pertinence of fteah illnatralion, 
and BccorDmodaliDn to the proBflot wants of tlw BtaleBmoQ, tha menihant, and the 
B<)mai pliiiosoptier, thia work 'a unrivaled. It ia writtea in ■ luminoua and ima<<Ui 
jet oloar-out style ; and there b dimiaad over it a soft aUnoipbcro of reelios, doiivid 
nrom the anthori uniSoctcd hamimitf and enlij^htened intcieit in the irel&i« of the 

The Study of Political Economy. HINTS TO STUDEKTS ASD TEACH- 
?AiS. By J. Ladrenci LAuaHLnr, Pb. D., Assiaunt Professor of Political 
Economy in Harrard University. IBmo. Cloth, $1.00. 

The existence of this little book [s due to in ntlempt to convcf , bj lectnna t« 
.._j J, . .^ .J 1,... _.,...__. ■--Idi ■ '■* 



Bladcnls, an undorstondlng of the position whloli political 



merely to it* nctual usefulness for every dtiien, but to iu diedplinatr j 



ttxiA^H 



general fbnn, in order ttiat tbey migtit 
ly part of the country." — Ihm Pr^iut. 

1 Political Economy. Bj ALBtni S. Bolus. 12mo, cloth. 



Progress and Poverty. An Inquiry into the Couae of IndaMrial DepreBaion^ 
Bjid of Increase of Want with Increase of Wealth ; the ReinedT. By IlltHnT 
GtOHQS. Cheap edition. 12ino. Paper, 76 cents; ctoth, |1.6o. 

_" The reoeived principles of politicai economy arc here anbmiltfld to • fresh ex- 
atninstian by a oouragaoas thinker, who, though familiar with the teamin|c of the 
IkxiIis, folloira the conclusinnB nt hu own reasoninic niLher Uian tha tnsMclioni ot 
eniineiit i™ho™."-A'.u' York Tr^unt. V H 

New York: D. APPI.ETON ft CO., Pobliahers, I, 8, & 6 Bo^d S^L 



